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PREFACE, 


A word may be said about the title of tbe book. Indian 
Economics is an unsatisfactory expression but it bas acquired 
in India a local currency which makes it equivalent to Indian 
Economic Problems. As the book is intended primarily for the 
Indian student, we have reluctantly accepted the title which is 
in current use. 

Another word may be said about adding one more to the 
many existing books on Indian Economics. Our reason 
for doing so is that there does not exist at present a satisfactory 
book in one volume which' deals with all the problems in a 
simple and straightforward fashion. Too many details con- 
found the main issue for the young student ; and a piling up 
•of quotations from different authorities, without arriving at any 
definite conclusion, does not help him to grasp the issue. And 
in addition we are convinced that our varied and difficult 
economic problems, which are closely inter-connected, can be 
■only tackled by a planned economy which sets itself a definite 
.and clear cut goal and adopts adequate measures for the pur- 
pose. Laissaiz jaire and a dependence on individual initiative 
have 16d us into a blind alley and to-day the condition of our 
agriculture and our industries is deplorable. Modem transport 
has annihilated distance and against the well organized and 
well directed resources of the modern states, the present Indian 
•economy — ^whose foundations are a wide-spread illiteracy and 
ill-health, emasculating social and religious institutions, poor 
•enterprize, inadequate capital resoiurces, ineflScient labour, low 
business morality, primitive technique, inefficient organization, 
and above all the absence of a national government which could 
•command the confidence and co-operation of the people — ^is not 
a match and cannot possibly be a match. Nobody can foresee 
^ny reasonable period in which these heavy handicaps will be 
removed ; and our only other alternative is a planned economy 
which will relieve us immediately of at least some of our dis- 
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advantages. And the changed environment which must result 
from a planned economy will be most helpful in fighting our 
socio-economic diflficulties. It is from this point of view that 
the present book has been written. 

We must aclaiowledge our obligations to many previous 
writers who have either discussed our economic problems 
in general or have concentrated on a particular problem. 
One who has been reading up the literature on the subject 
and teaching it for a number of years will find it rather 
difficult to say categorically whether a particular idea or 
even manner of expression is his own or he has un- 
consciously adopted it in the course of his reading. Our 
position is the same. We are greatly indebted to previous- 
writers and gratefully acknowledge our obligations. Any origi- 
nality which the present volume may have is not due to any new 
collection of facts or figures. ' We have only considered the 
Indian economic problems from the point of view of planned 
economy, which alone presents an integral solution and to which, 
we attach the greatest importance. 


Benare;s Hindu University, 
ist. Nov. 1956. 


K. P. S. M. 

H. R. S. 
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INDIAN ECONOMIC§^'======*^ 

CHAPTER I. 

THE NATURAL RESOURCES OF INDIA 

The Importance of Natural Resources. The natural 
resources are the foundation on which the industr5'^ and 
commerce of a countr}’- are based. The skill and inventive- 
genius of man have achieved wonders, but the greatest of these 
wonders, from the industrial point of view, ultimately lies in 
the modification of matter, or the natural resources, into certain 
forms and shapes. It might be argued that a countr3', pool in 
natural resources, might bu3’- the raw products from others and, 
if it has the requisite skill, might manufacture goods more 
cheaply <and efiiciently than the country rich in natural 
resources. This has undoubtedly happened in the past and is. 
happening at present j but experience has shown that industrial 
skill and inventive genius are not the monopoly of any country, 
and besides, what has been achieved b3^ one country can be- 
easily copied by others. The result is that, “commerce and 
industry thus tend to be governed more and more by 
geographical conditions which accordingly demand the most 
careful and detailed examination.”^ An illustration will make 
this point clear. On account of its natural advantages the- 
cotton textile industr3’’ has fl.ourished in India since times- 
immemorial, and, until less than two centuries ago, India not 
onty supplied her own extensive home market, but, “every one- 
from the Cape of Good Hope to China, man and woman, was- 
clothed from head to foot in the products of Indian looms.”” 
As a result of the invention of machiner3’' in England and her 
conquest of India, the cotton industr3'’ of India steadity declined 


’ Handbook of Commercial Geograph}'- by Chisholm, p. 7. 

^ Pyrad quoted by IMoreland : India At the Death of Akbar, p. i86. 


2 


INDIAN ECONOMICS 


until she lost all her foreign trade and supplied only a fraction 
of her home inai'ket. But' in course of time machinerj’- was 
brought and set up in India and the foundations of her modern 
textile industry were laid. In spite of its many vicissitudes, 
the cotton industry in India is steadily advancing and it docs 
not need a prophet to foresee that in a comparatively short time 
India can and will entirelj’’ supply her home market and may 
become an important exporting country. The advantages 
enjoyed by the British cotton industry on account of the inven- 
tion of machinei'}’ in England and the British xiolitical iiower 
may be called historical advantages as opposed to the natural 
advantages enjoyed bj’’ India. These historical advantages are 
in their nature more temporar.v, though they are often in fact 
of long continuance. In course of time the historical advan- 
tages disappear and the natural advantages have a tendency 
to govern commerce and industry. Thus we find that with 
the gradual disappearance of her historical advantages the 
Lancashire textile industry is steadily declining, and with the 
gradual disappearance of her historical disadvantages the Indian 
textile industry is steadily advancing. The consummation of 
these tendencies is only a question of time. And if the 
historical advantages enjoyed by Lancashire for nearly two 
centuries have x^roved in the long run temporary and precarious 
in their verv nature, it is obvious that Japan, whose natuial 
advantages in the field of cotton textiles are no bettei than 
those of Britain, must ultimately share the same fate, however 
daz/.ling her success for the time being. It is thus clear that 
commerce and industry tend to be governed more and more bj 
geographical conditions, and so the student of Indian economic 
problems must make a careful study of the country’s physical 
environment and her natural resources, as these constitute the 
ver}^ foundations of our economic life, and the importance of 
the x^firt X5la3"ed by them cannot be exaggerated. 

Area, Population and Geographical Location. India is 
a huge country measuring about two thousand miles from 
north to south and about two thousand five hundred miles from 
cast to west. It has a land frontier of about six thousand miles 
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and a coast line of about five thousand miles. Its area is 
eighteen hundred thousand square miles, and the country is a 
natural geographical unit. It has a population of 353 millions 
which forms almost a fifth part of that of the whole world. 
Nature evident!}’" intended India to be a big and po^werful unit 
in the world and her geographical location is as favourable as 
her vast area and huge population. India stands at the centre 
of the eastern hemisphere and occupies a favourable position for 
commanding the different trade routes. The centre of gravity 
in the "world is gradually shifting from the Atlantic to the 
Pacific w’hich is the highw’ay for China, the United States, 
South America, Japan, with Russia turning eastwards and the 
vast masses of India not far off. This change will have 
momentous consequences and India stands to gain by it. Her 
present favourable situation for participating in the carrying 
trade of the world wall be considerably improved. 

The Natural Divisions of India. India is naturally 
divided into four w’ell-marked divisions : the Himalayas, the 
Indo-Gangetic plain ^letw’een the Himalayas and the Vindhya 
-mountains, the Peninsula below' the Vindhya mountains and 
lastly Burma wdiich is not strictly speaking a geographical 
part of India. The Himalayas dominate the life of India 
especially of the northern parts. The broad, deep rivers 
flowing through the Indo-Gangetic plain get their perennial 
supply of water from the melting snow' of the Himalayas w'hich 
constitute an almost impregnable barrier on the east, the north 
and the north-west. The Himalayas further exercise a pre- 
dominent influence on the climate, rainfall, w'inds, vegetation 
and the forests. The Indo-Gangetic plain is a vast and fertile 
tract of alluvial soil w'ell-w'atered by the tw'o great river- 
systems flow'ing into the Arabian Sea and the Bay of Bengal 
respective!}'. The Peninsula is an elevated plateau divided 
by the Vindhya mountains from the Indo-Gangetic plain.. It 
is flanked by the Western Ghats and the Eastern Ghats 
respectively and the latter are broken by broad valle}'s thiough 
W’hich the peninsular rivers flow into the Bay of Bengal. 
Unlike the Himalayan rivers, these rivers flow'- in torrents 
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during the monsoon and are mere puddles during the hot 
weather. They are therefore useless both for navigation and 
irrigation. The eastern parts of the peninsula, with a better 
rainfall and a river system and broad valleys are more fertile 
than the western parts. Lastly, Burma is geographically, 
racially and culturally different from India and until com- 
paratively recently it was politically different too. The special 
feature which distinguishes Burma is her vast mineral and forest 
wealth which is Iw no means unconnected with the vigorous 
British efforts to separate Burma from India. Burma is far and 
awav the richest Indian province in mineral wealth and 
* politically she is more backward than India. 

Climate. Climate has a considerable influence on the 
economic life of a country. In the case of India it is rather 
risky to generalize as meteorologically India presents a great 
variety combining tropical and temperate region conditions. 
On the north the Himala5'an range and the plateau of 
Afghanistan shut it off from the climate of Central Asia, and 
give it a continental climate, with its land winds, great dryness 
of the air and a large diurnal range of temperature. On the* 
south, the ocean gives it an oceanic climate, with its great 
uniformity of temperature, small diurnal range of temperature, 
great dampness of the air and more or less frequent rain. On 
the whole the Indian climate may be described as semi-tropical 
with a depressing influence on the human body, and it must be 
recognized as a factor in the lesser efficiency of Indian labour. 
But while we recognize this defect in the Indian climate, we 
believe it is a gross exaggeration to attribute the economic 
backwardness of the country and the general apathy and 
listlessness of the people to climate alone. I’ntil the eighteenth 
centuiy India was a leading country in the world from the 
economic point of view, and there has been no material change 
in the climate of the country during the last two centuries. 
We must look elsewhere for the ultimate causes of our present 
unfortunate situation. 

Rainfall. Perhaps nowhere in the world does rainfall play 
such an important part in the life of the people as it does in 
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India, because the bulk of the people live on agriculture whic 
depends for its success on the mins. Sir Guy Fleetwoo 
M'ilson, a former Finance IMember in India, put it quit 
correctly -when he said that framing the Indian budget was, ” 
gamble in the rains.” The south-west monsoon accounts fc 
90% of the rainfall, and so it is the pivot round which the lif 
of the nation turns. The south-west monsoon is an extensio 
of the south-east trade winds which cross the equator and ar 
then deflected to the right becoming south-west winds. Th 
season of the south-west monsoon extends from the middle c 
June to the middle of September, and the seasonal character c 
the rainfall is a peculiar feature of the country. There is 
ver}'' considerable variation in rainfall in different parts of Indis 
Cherrapunji in Assam with something like 460 inches forniin 
one extreme and Upper Sind with something like three inche 
forming the other extreme. In Burma, Assam, Eastern an 
Lower Bengal and the coast strip between the Western Ghat 
and the Arabian Sea we get the rains without fail ; in Udaipui 
Ajmer and Bomba}'’ Deccan the rains are uncertain and precs 
rious ; and Upper Sind, Western Rajputana and Wester 
Punjab are areas of drought where cultivation without irrigatio 
■is precarious and even impossible. After the south-wes 
monsoon we get a gentle, steady, north-east wind whic 
gradually extends over the Bay of Bengal and is known as th 
north-east monsoon. 

Seasons. In the north and centre there are three web 
defined seasons. The winter, which extends roughly fror 
November to February, is cool and dry without any appreciabl 
rainfall except in the Indo-Gangetic plains and in the neighboui 
ing territories. Then comes the dry-summer season, whic 
extends from, March to June, and which is characterised b, 
high temperatures and absence of rainfall. The rainy seaso: 
begins with the advent of the south-west monsoon in July an 
ends in October. Owing to the physical and climati 
contrasts in the country the seasons also vary in different parts 
and the variation in the mean temperature in the cold seaso 
between the Punjab and South India is as much as thirt 
degrees. The climate of the southern presidency wa 
humorously described by a Governor of Madras as a variatio 
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between hot, hotter and hottest. What is stated here about 
climate, rainfall and seasons is therefore oul}^ general and is 
subject to serious qualifications when applied to any particular 
part of the countr3\ 

The Soils : Alluvial Soil. The alluvial soils are the 
first type we shall deal with as the alluvial tracts are not only 
the most extensive but agriculturally the most important. The 
most extensive alluvial tract in India is the vast Indo-Gangetic 
plain which comprises the greater part of Sind, northern 
Rajputana, the greater part of the Punjab, the United Provinces, 
Bihar, Bengal and half of Assam. The area of this tract is 
300,000 square miles and its width varies from 300 miles in 
the west to less than 90 miles in the east. The maximum 
thickness of the deposits has never been ascertained but the 
few borings which have been made show that the depth exceeds 
1,600 feet below the ground surface. The soils of the tract 
are derived mainly from the Himalayas. Some alluvial tracts 
are also found in Burma, along the coasts of the peninsula, 
and at the mouths and along the courses of the great 
rivers, the Godavari, the Kistna and the Cauvery. The sub- 
soils of the Indo-Gangetic plain are not uniform in texture but 
vary from pure sand to heavy clay and the great variations in 
fertility are probably due to the effect of the immediate sub- 
soil la5'-ers in drainage and the retention of moisture. Alluvial 
soils can be irrigated with great advantage and are capable 
of growing a wide variety of crops as the depth of the soil 
secures great fertilit3^ 

Black Cotton Soil. We shall now deal with the black 
cotton soil which covers practically the whole of the Deccan 
trap and large areas in the Bellary, ICurnool, Cuddapah, 
Coimbatore and Tinevelly districts of iSIadras. The Deccan 
trap extends over about 200,000 square miles and covers the 
greater portion of the Bombay Presidencj’', the whole of Berar 
and the western parts of the Central Provinces and Hyderabad. 
The soils throughout this area var}’- to an extraordinar}’’ extent 
in character and productivity, and range from the thin, poor 
soils of the slopes and the uplands to the deeper and dark- 
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coloured soils, between the hills' and the plains, which are 
constantlj’- improved by washings from the higher levels. The 
Madras group of black cotton soils are clearly differentiated 
from the soils of 'the trap area as they are derived from the 
rocks with which they are intimately associated and they never 
attain the depth of the latter. But they possess many agricul- 
tural characteristics in common. The black cotton soil is 
very ten acio us., of moisture and extremely sticky when wet. 
It permits, however, of cultivation being carried on within a 
short' period after heavy rainfall. The damp soil contracts 
mai'kedly on dr3ung, producing wide and deep fissures in the 
fields. The suitability of black cotton soil for irrigation is a 
matter of controversy and appears to differ according to the 
composition of different varieties of this soil. 

The Red Soils. The “red” soils of the crystalline tract 
form our third group of soils and cover the whole of peninsular 
I ndi a outside the areas previously described. The wide varia- 
tions in the characteristics of the rocks included in the archaean 
system, from which these soils are derived, give rise to corres- 
ponding differences in the soils which differ greatly in con- 
sistency, depth and fertility. Where the depth of the soil is 
favourable, irrigation, either by wells or canals, can be applied 
advantageously. 

The Laterite Soils. The laterite soils which constitute our 
fourth and last group are derived from a rock known as 
laterite and are peculiar to India and a few other countries. 
The tracts which it occurs are characterised by warm, humid 
conditions and heavy rainfall. The laterite soils show wide 
divergences in character, those found on the higher levels 
being thin, poor and of little agricultural value ; while the 
soils of the valleys are dark .coloured, readily retain moisture 
and are capable of producing quite good crops. The planting 
ar^as of South ' India, Bengal and Assam are generally 
placed in this category. ' These soils have a marked acid 
reaction and their main agricultural problem centres round the 
correction or amelioration of this acidity. Considerable atten- 
tion has been devoted to this problem by the agricultural depart- 
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ments of Bengal, Assam and Burma and the scientific staff of 
the planters’ associations. The absence of lime deposits in 
their vicinity renders the application of the obvious methods 
of amelioration ver3>- difficult. 

Mineral Resources; I. Metalliferous Minerals . For obvious 
reasons iron-ore is the most important mineral of this group. It 
is found in almost every province in India, but the deposits in 
Bihar and Orissa, Central Provinces, Mj^sore and Madras ai'e 
the most important. Some idea of the extent of these deposits 
maj’’ be had from the fact that the great iron-belt of Orissa 
alone is estimated to contain thousands of million of tons of 
high-grade ore. But although India is one of the largest 
reservoirs of high-grade iron-ore in the world, the production 
of the mineral stands in the neighbourhood of only about two 
million tons a year owing to the inadequacy of iron and steel 
plants in the countr3^ 

India’s resources in the matter of copper, zinc, tin and lead 
ores, on the other hand, reveal serious deficiencies. Copper- 
ore is widely scattered all over the country, but nowhere except 
in the Singhbhum district in Bihar and Orissa has it been 
found in woi'kable quantities. Zinc ore is also widety scattered, 
but it is only at Bawdwin in Burma that the deposits are being 
exploited ; and the production of zinc concentrates at this 
locality averages about 20,000 tons a year. Bead ore is likewise 
found in man}’' parts of India, but it is only at Baw’dwin that 
it has been found in ivorkable quantities. The mineral occurs 
in association W’ith silver-zinc ores, and the production of the 
metal from these ores amounts to nearl}’’ 50,000 tons a year in 
normal times. Barge quantities of silver-ore are also found in 
association with these minerals (w’hich constitute the only 
sources of the metal in the country) and the annual production 
of pure silver amounts to over Rs. 50,00,000 in value. These 
silver-lead-zinc ore deposits of Bawdwdn, however, are not 
expected to last for more than a quarter of a century at the 
present rate of exploitation, so that unless some new deposits 
of these minerals are discovered in some other parts of the 
country, their production in India would automatically cease 
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after the exhaustion of the Bawdwin mines. Tin-ore is also 
found in many parts of .India but it is only in some parts of 
Burma that it is found in workable quantities. The produc- 
tion of this mineral' averages about 50,000 cwts. a year at the 
present time which is far too inadequate for the requirements 
of the country or even to warrant the establishment of a 
modern smelting plant. The deposits of this mineral in Burma, 
however, may be regarded as practically inexhaustible at the 
present rate of exploitation. 

Manganese ore , which is used on an extensive scale in 
the iron and~steel industry in smelting operations, occurs in 
many parts of the country, and India is one of the largest 
producers of the mineral in the world. It is now being worked 
in Bihar and Orissa, Bombay, Mysore, Madras, Central India 
and Central Provinces, and the total output in normal times 
amounts to nearly 800,000 tons a year. With deeper working, 
however, the quality of the mineral is deteriorating. Chromite 
or chromium ore, which is used in large quantities in various 
metallurgical operations and in the Chemical industry, is found 
^ in Baluchistan, Mysore and Bihar and Orissa, and the produc- 
tion at the present time averages nearly 40,000 tons a year, 
which is larger than that of any other country in the world. 
Bauxite, or aluminium ore, is found in almost every province 
in India, but the best and most extensive deposits of the 
mineral are situated in Bombay, Central Provinces, Madras, 
Orissa and the Kashmir State. As there is, no demand for the 
mineral in India or abroad, its production is almost negligible ; 
yet even in the present state of incomplete survey it may 
be taken as a fact that India is the largest known reservoir 

' of high-grade bauxite in the world. _ 

Gold"^posits occur at Kol'ar in the Mysore State, and the 
if annual production has averaged at nearly ;£i, 500,000^ in value 
' during the last few years. Tungsten ore is found in Burma 
and Orissa, but the deposits are being worked only in Burma. 
The annual production of the ore at the present time averages 
nearly Rs. 10,00,000 in value. Nickel ore is found in Burma 
and the Central Provinces, but the deposits are small and only 
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a few hundred-weights of the ore valued on an average at 
about Rs. 7,00,000. are annually raised. 

II Non-metalliferons Minerals. Coal is by far the most 
important mineral of this group, and is found in Bengal, 
Bihar and Orissa, Central Provinces, Assam, Hyderabad State, 
Jammu and the Punjab. The best and the most extensive 
deposits, however, are situated in Bengal and Bihar and, Orissa, 
and the coalfields in "these provinces are responsible for the 
production of nearly go per cent, of the coal annually raised 
in the countr}’-. The total annual production of coal in India 
has averaged nearly 20 million tons during the past two years. 
According to the estimates offered by the Geological Survey 
of India the reserves of coal in India amount to nearly 

53.000 milli on tons, of which only about 10,000 million tops 
can be described as high-grade and which include nearly 

2.000 million tons of coking coal. As not more than 70 per cent, 
of coal in reserve can be actually extracted, it is obviously 
necessary that India should safeguard the interests of her 
industries by conserving coal as far as possible. 

Mineral oil or petroleum occurs in Burma, Assam .and 'the 
Punjab, and annual production at the present time averages 
nearly 300,000,000 gallons. Nearly 80 per cent, of this total 
is accounted for by the Burmese oilfields. These oilfields are 
almost entirely owned by British companies. India as a whole, 
however, is responsible for the production of a little over 
Yq. per cent, of the world’s total output. The supplies obtained 
from within the country are not enough even to meet the 
requirements of India with the result that on an average nearly 
200,000,000 gallons of kerosene and fuel oil have to be annually 
imported. Moreover, the known deposits are being rapidly 
exhausted, so that unless some new deposits are discovered in 
the near future, India’s dependence on foreign countries for the 
supply of petroleum products would rapidly grow with the 
passing of time. 

From the industrial point of view, sulphur is only next 
to coal in importance. It is the basis of sulphuric acid manu- 
facture which in its turn is the starting point in the manu- 
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■factui'e of an 'endless variety of chemicals of the greatest 
industrial importance. But unfortunatel}’’ neither pure sulphur 
nor sulphides (which are an important source of sulphuric acid) 
■•are found an3'where in India in large workable quantities. The 
result of this deficiency is that India is completely dependent 
-on other countries for the supplies of sulphur. 

Cla5^s of various kinds which are used in the manufacture 
■of refractor}'- bricks, tiles, earthenware piping, porcelain, 
.electrical conduits and insulators and ordinary earthenware are 
found in many parts of India. The Geological Survey of India 
lias expressed the opinion that “there can be little doubt that 
:india possesses also all the materials necessary for the manu- 
■f acture of porcelain of the highest quality) such materials' being 
found in the Jubbulpore district and the Rajniahal Hills. 
J^gain, sand of the purest quality for the manufacture of glass 
•is fqund in almost unlimited quantities at Naini in the United 
‘Provinces and in Baroda. India is also one of the largest 
iproducers and exporters of mica of the finest ^quality in the 
world. Extensive deposits of this mineral occur in Bihar and 
'Orissa and in the Madras Presidency. And lastly magnisite, 
Tvhich is the most valuable refractory material and is used for 
;a number of other: purposes in industry, is found in the Madras 
Presidency and the Mysore State, and is exported in large 
-quantities. The total annual production of this mineral at the 
present time averages over 20,000 tons. 

Mineral' Resources : A general review. In summarizing 
the present position of India’s mineral resources we may divide 
the minerals into four groups : (a-) those which are found in f 

•super-abundance, {b) those ivhose deposits are just adequate to .» 
meet the country’s own requirements and to meet the demands 
•of the export trade to a certain extent, (c) those whose supplies c 
■are inadequate to meet India’s own requirements, and (d) those ' 
which are not found in workable quantities. Iron-ore and ■ 
Bauxite (aluminium ore) obviously belong to the first group. 
Manganese, and tungston ores, coal, chromite, magnesite and 


‘ See Records of the Geological Survey of India, Vol. I/II, p. 279. 
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mica beloilg to the second group. Copper, zinc-, tin and lead' 

■ ores, and petroleum belong to the third group while to the 
last group . belongs sulphur. ’ In .view ' of the ’fact .that . 
prospecting work- has never been done o\^r wide areas in the 
countr}'-, it is possible that . a more ■ intensive survey may yet 
reveal the existence - of copper, zinc, tin, • lead; petroleum and 
sulphur .deposits' ; ' but the publications of the Geological Survey; 
of India do not encourage such belief. It is, more likely/ there 
fore, that India \vill for ever remain dependent, on '.foreign 
countries for llie supply of all these minerals — as indeed' she', 
has been from 'times immemorial. But from the point of .-'view 
.of industrial' development there is nothing unusual of un'natural- 
about this dependence. • Almost all the great industrial countries 
are dependent on foreign countries., for the supplies of sulphur ; 
while 'so far as copper, zinc, tih,'^' lead and petroleum.. are 
concerned, modern' science has already introduced excellent 
substitutes in the .shape of aluminium, coal distillation products' 
and electricity. ' ■ . ' 

’ But the position will get. distinctly worse if the threatened'' 
separation of Burma, from India materializes. As we haye seeri^ 
it is in Burma that copper, zinc, till, lead and silver ores are „ 
being produced, and it is in this province that intensive 
prospecting surveys are more likely to reveal the existence^ of 
workable deposits of these minerals. Again; it is from Burma 
that more than So per cent, of India’s petroleum output is. 
obtaine.d and it is here that new oilfields are being discovered. 
Burma in short is an extensive reservoir of minera.ls, and it 
seems the political destiny of Burma and incidentally the 
economic destiny of India are both being swayed by the 
existence of these mineral deposits. 

Forests. An idea of the importance of forests in India 
ns a great economic asset may be had by taking into account 
the varied character of their products _and their extensiveness. . 
The climatic conditions in India vary from tropical in the plains- 
to temperate and arctic in the Himalayas, so that almost all 
important varieties of timbers and other forest products are found.' 
in one part of the countr}'- or the; other. The forests every- 
where have a tendency to be destroyed by man more quickly 
than they can be groum and reproduced, and it is one of the 
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obvious ■- functions of the state to conserve them. .'The British 
Govermneirt' in India awoke to the necessit5': of. the conservation 
of Indian ■ forests as late as 1855/ but now the ‘Indian .Forest 
Department controls hiofe sthan one-fifth of tlie total area in 
British India. _ 'The utilities of the' forests are many and varied. 
In ' addition • ' to timber, .firewood" and raw materials for 
various industries, the. forests proride a vast grazing ground for 
■ cattle ‘which-. is unfortunately not utilized to the best possible 
. advantage q-u;ing to an unsympathetic forest administration. The 
indirect advantages of the forests are no less important than the 
, direct advantages:' The forests render the climate more equable, 

• regulate the flow of water and the velocity '-of air currents, 
increase the fertilit}’- of the soil, provide- a shelter for birds and 
beast's- aiid- finally they add .t'o the beauty of the country and 
improve the ..aesthetic sense of the people. ' The distribution of 
.forests among the various provinces in India* is fairly; even but 
Burma; is far and awa3'- the leading Indian province in the rich- 
ness and the extent of her. forests.. Until comparatively recently 
the .Government of India did not recognize the necessity- of 
forest '-research and it was onl}'- in 1906 that they started at 
Dehra Dun the Forest Research Institute w’hich has been 
conriderably enlarged in accordance wdth the recommendations 
of the Indian Industrial Commission. The potentialities of 
forest research in India are almost unlimited owing to the rich- 
ness, the variety and the vast area of her forests. The outturn 
of timber’ and fuel in 1929-30 w^as about 350 million cubic feet 
and the net Tprofit to Government w^as Rs. 250 lakhs. The 
minor forest products such as lac, tanning materials, turpentine, 
rosin and oils are steadily increasing in importance. An 
important piece of research, which has proved that paper pulp 
can be- produced from bamboos, has great potentialities in it' 
■as it can not only provide all the -paper .which India requires 
but holds out hopes of making India, wdtli her extensive forest 
areas of bamboo, an exporter of paper. We have said enough 
to show that the potentialities of Indian forests are very great, 
and under a vigorous co-ordination of forest research and 
industrial planning, w^e may confidently look forw'ard to the 
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birth of new incUistries which will tap our forests for their raw , 
materials. 

Flora and Fauna. Wide variations in climate and in Ibc • \ 
qualit}' and chemical composition of soils enable .India to ' 
]>rodnce an extensive varietN'- of vegetable iiroducts as w'ell as 
animals. Taking the vegetable resources first, we find that the 
country produces rice, wheat, jowar, bajra, barley, maize and 
gram in the shape of food-grains ; a variety of fruits, condi- 
ments and spices' ; sugarcane, tea and cofiee ; a variety of oil 
seeds like rapcsced, linseed, sesamum, mustard, groundnuts and 
castor ; cotton and jute ; opium, tobacco, rubber, fodder crops 
and forest products. As regards animals, the species 
indigenous to India- are probably more varied than is the case 
with any other area of similar size in the -'-world. In 
a countr.v where the great majority of people are vegetarians, 
milk is an essential article of diet, and the cow and the buffalo 
are greatly valued for sui)])lying milk. The bullock plays an 
important j'lart in our agricultural econom.v as he is u.sed for 
ploughing the land and as a draught animal. The donke.v is 
a common beast of burden in all parts of the countr.v, but the 
supi)l.v of horses, especially of steadier varieties, is limited, v 
The camel is the common beast of burden in the Punjab, Sind 
and Rajputana. The sheep and the .goats are plentiful. The 
Indian agriculturist does not use an.v mechanical power or 
artificial manure and these animals are a substitute for both. 

A large variety of ediWe fish abound our seas, but their 
exploitation on scientific lines (except to some extent by 
foreigners for their own markets) has not yet begun. There is 
besides a great variety of birds and wild animals in the country. 

Transport. The problems of transport will be discussed 
in detail in their proper jilace and here we shall content our- 
selves with making a few general observations. The airways, 
thou.gh theN" have great potentialities in a large country like 
India, are still in their infancy and for the time being may be ' 
ne.glected. Then we come to the roads and railways. In this 
connection the situation in the north is very much better thaa. 
in the south, as both road construction and railroad con-i[ 
struction are ver.v much easier and cheaper in the great plains' 
of north India than in the rugged and mountainous south. 
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Aud. in addition north India has broad, navigable rivers which 
the sonth does not possess. The inland waterways in India, 
which have been the highways of Indian commerce since 
many , centuries and which constitute a cheap and easy way 
of transporting men 'and goods, have been sadly neglected under 
the pressure of railways which were, until very recentl}"^, 
managed by foreign companies. India has a long coastline of 
about five thousand miles, but nature, which has been very 
generous to her in many respects, has been niggardty in provid- 
ing good, natural harbours. During the monsoon the west coast 
is practically closed to navigation, with the exception of 
Bombay, Karachi and Monnagoa. The east coast is surf-bound 
and without any natural harbours. Madras has been created 
into a not ver3' satisfactor}'^ harbour at great exiiense, and 
Vizagapatam and Cochin supply badty needed additional 
ports. Calcutta is well situated but the river near Calcutta 
is ver}’" difficult to navigate and the necessary dredging 
operations are ver5^ expensive. Rangoon is not onlj’^ far from 
the sea but has no satisfactory communications in its liinter 
land. This paucit}’’ of good, natural harbours explains whj' 
six-sevenths of India’s foreign trade is confined onlj"^ to five 
ports, namely, Calcutta, Bombay, Rangoon, Madras and Karachi. 
Bombay is far and away the best natural harbour in India, with 
Karachi coming a bad second. 

The Sources of Power. The supply of cheap power 
is one of the essential conditions of success in industrial 
development. The principal sources of power in India are 
coal, wood- fuel, oil and water. We have already discussed the 
problems of coal and oil ; and wood-fuel presents its own 
problems of the heavy cost of transport often 'from hilly tracts 
which aie not easy of access and the insufficiency of its supplies 
for a large scale industrialization of the countr3E There remains 
only water power. And fortunately for India water power can 
amply make up the deficiencies of her coal and oil. The 
itydrographic survey of India has brought out great possibilities 
in connection with the -development of hydro-electric power. It 
has been estimated that the minimum flow of the seven great 
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rivers eashoards jrom the Indus is capable of fucneraiing not less 
than three inilUon horse poruer for every thousand feet, of fall 
from the J-Jimalayas, and this applies to oilier rivers in other 
parts as well. The Western Ghats are specially suitable for 
projects of this kind and the Tatas already generate 377-55 
niillion units which has removed the handicap of Bomba}’- in 
not having any coal supplies in its vicinity. The problem of 
power need not trouble us ; nature has given us ample sources 
and it only remains for man to utilize them. And it must be 
borne in mind that hydro-electric schemes will not only supply 
power to our industries but they will extend the irrigation 
facilities in the couiitr}'. Situated as India is, her economic 
salvation is intimately bound with the utilization of water power 
w-hich helps both agriculture and industry. 

Conclusion. The obvious conclusion which emerges from 
this verv brief and general survey of the natural resouices of 
the country is that nature has treated us very generously in 
the variety and richness of her gifts. And in spite of the 
lavishness of her bounties the Indian is one of the poorest and 
weakest of mortals. The ultimate problem for the student of' 
our economic problems is to explain this extraordinary paradox . 
India is a rich country where poor people live. The whole of 
this volume deals w'ith the elucidation of this paradox, and 
here we shall content ourselves with discussing only one point. 
We have already seen that in the long run natural advantages 
are more important than historical advantages and ultimately 
they tend to govern commerce and industry. I^Ian may frustrate 
the object of nature and may succeed in doing so over long 
periods. But ultimately the natural advantages tell and exercise 
their force which is as inevitable as it is irresistable. If this 
diagnosis is correct India cannot escape her economic destiny ; 
nature has marked her out as one of the biggest and most 
important economic units ; the pace of modern industrialization 
is such that it needs but a decade or so to transform the 
economic life of a nation entirely and bring it in line with the 
economically advanced countries ; and India’s vast population 
and her splendid natural resources must secure for her a leading 
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place in the economic life of the world. Starting with one 
paradox that India is a rich countr}’- where poor people live we 
have to conclude with another paradox that India is a poor 
countrj^ which is ineidtably destined bi' nature to be rich and 
powerful. Man cannot permanenth’’ obstruct the plaj- of 
natural forces which in the long run have their way. 



CHAPTER II. 


THE ECONOMIC CONSEQUENCES OF OUR SOCIAL 
AND RELIGIOUS INSTITUTIONS 

The Importance of the Subject. It is a truism to say that 
our social and religious institutions play a very important part 
in our economic life, and on that account deserve a careful 
stud}’’ at the hands of a student of Indian economic problems.' 
The caste system determines to a considerable extent a man’s 
social standing and the sphere of his economic activity ; it also 
determines, more or less rigidly, the extent of his expenditure 
on ceremonial occasions, whether he can afford it or not. A 
substantial portion of the indebtedness in the country is due 
to this rigid ceremonial expenditure, and its economic con- 
sequences can be hardty exaggerated. The joint famity system 
determines that the earnings of ever}'- member must be handed 
over to the head of the family who meets the requirements of 
the various members according to their necessities. It is a near 
approach to socialism within its own sphere and offers an 
alternative solution for old age pensions, unemployment doles 
and such other important economic problems. The student of 
Indian economic problems therefore cannot afford to neglect 
our social and religious institutions. 

The Caste System. The caste system is by far the most 
characteristic feature of our social organization and demands 
our attention first. The four original castes, the Brahmana, 
the Ksattriya, the Vaisya and the Sudra have been sub-divided 
into innumerable smaller groups which have functioned as 
separate castes for all practical purposes. The members of a 
caste or sub-caste must not dine or marry outside their parti- 
cular group and so society is divided into thousands of water- 
tight compartments. The caste system must be clearly dis- 
tinguished from the social gradations existing elsewhere, 
because the latter are fairl}’’ flexible and there is no religious bar 
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to prevent a man passing' from one class into another. In India 
hirtli largely determines a man’s social and domestic life, and 
he must eat, drink, dress, marry and give in marriage in 
laccordance with the usages into which he is bom. The origin 
•of the caste system, though it has given rise to many ingenious 
speculations, need not detain us here, as we are more concerned 
with the caste s^'stem as a fact than with its genesis. Castes 
Iiave been roughly classified into tribal or racial castes, func- 
lional or occupational castes, local or migrating castes, religious 
or sectarian castes and some other groups like the mixed, the 
untouchable and the caseteless. The rigidity of the caste system 
3s its most characteristic feature. In its early stages it was not 
so rigid, and while it is difficult to trace exactly the causes 
which made for the subsequent rigidit}’-, we believe that the 
■effort to segregate pemianently the Dravidians ultimately 
reacted on the social organization of the Aryans themselves, 
and made it impossible for them to escape the coils of the water- 
tight compartments into which they had confined their Dravidiau 
subjects. 

The Advantages of the Caste System. While it is not 
possible to defend the caste system in its present form, neverthe- 
less it has some distinct social advantages which we must take 
note of. That some kind of division of labour was at the root 
•of the caste system in the beginning is undoubtedly true, and to 
the extent of its operation it makes for economic strength and 
efficiency. Before the industrial revolution hereditary occupa- 
tions generally prevailed everywhere and the father taught his 
trade to the son at home. Tlie defect of the caste system was 
that this custom became rigid and inflexible. The occupational 
castes have been compared to the mediaeval trade guilds of 
Europe. They served the same purpose of mutual benefit 
societies, 'but while the guilds were voluntary associations and 
permitted qualified strangers to become . members, the castes 
were involuntary associations which no strangers could join. 
And the exclusive inter-dining and inter-marrying of the castes 
had nothing corresponding to it in the guild organization. The 
caste system created strong and consolidated units in the Hindu 
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societ}^ and so enabled it to face foreign conquest without- 
suffering dissolution. It preserved purity of blood within the 
caste and so conserved the moral j mental and physical qualities 
of the higher castes. The castes developed a strong sense of 
group consciousness and the members learned to subordinate 
individual self-interest to caste interests. The caste system was 
a great source of strength to the religious organization and 
generally prevented mass conversions of Hindus to foreign con- 
verting religions. It is also responsible for the fundamental 
stability and contentment of Indian society. During the Ar3’-an 
invasion the caste S3’'stem probably helped the collaboration of 
races and co-operation of cultures. To sum up, it may be said ^ 
that the caste system has all the virtues of a static society which 
desires to conserve rather than to advance and which prefers 
order to progress. The dynamic elements in society are allowed 
hardl3'' an3'’ scope for self-expression. 

The Disadvantages of the Caste System. ^Vhatevei 
the caste system may have served at its best, we cannot 
but condemn it outright in its present degenerate form. 
33 y dividing society into thousands of watei tight compart- 
ments, it has prevented the evolution of a strong and 
well-knit nation, and the lesser lo3’'alties of the caste have taken 
the place of the larger national loyalties. The caste S3^stem is 
responsible in no small measure for our political serfdom, and 
as without political independence we cannot realize our economic 
destin3'’, it is indirectly responsible for our economic backward- 
ness also. The constant inbreeding, which a rigid adherence 
to the caste system entails, is responsible for the biological 
deterioration of the superior stocks. It also leads to a sexual 
disparity, as some castes have a larger number of males and 
others a larger number of females. This, in its turn, entails 
such pernicious customs as heavy dovTies and in some rare 
cases even infanticide. The caste determines a man s occupation, 
and as heridit3’' cannot always provide the necessary aptitude, a 
square peg is not infrequently fitted into a round hole. Another 
charge against the caste system is that it is responsible for the 
immobility of capital and labour and the formation of rigid non- 
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comp^etitive groups. Large scale production is tlie essence of 
modem economic organization, and the caste S3'^stem hinders 
it by lack of co-operation between capital, labour and organizing 
abiliU' (which often belong to different castes) and between 
different kinds of labour. Standardization of production is 
prevented as different castes insist on maintaining their little 
differences in food, clothes, utensils, furniture etc. The caste 
S3'stem has its own scale of values for different kinds of labour. 
It also objects to certain improvements in the technique of 
industrial and agricultural production, as for example tlie use 
of bone, fish and nightsoil as manure for agriculture ; and it 
strongb' insists on the- preservation of useless cattle while there 
is not enough food for useful cattle. The caste system 
is utterb'’ opposed to the principle of equalit3’’, and un- 
touchability , though it has been carried to extraordinary lengths, 
is by no means antagonistic to the spirit of the caste system, 
with its fundamental principle of high bom and low bom. 

The Present Position of the Caste System. The influence 
of western ci\dlization, which dominates the educated classes, is 
antagonistic to the caste system, and the modern means of 
transport like the railways have a tendency to soften its 
rigidities. The industrial revolution has been incorporated into 
India in a very small measure, but even so a considerable 
number of people are employed in large scale production which 
is by no means traditional or 'based on the caste system. 
Economic necessity has forced a number of members of the 
higher castes to set up as traders, shopkeepers, etc. Vocation 
to-day is no longer a sure indication of caste. While railway 
travelling does not permit the ceremonious observance of the 
caste rules and regulations and the mind of the educated Indian 
is working against it, a-, new consciousness of their rights and 
privileges is permeating the lower classes. This new conscious- 
ness has been tremendously stimulated by the extraordinarily 
vigorous campaign of Mahatma Gandhi against untouchability 
wdiich has brought about a substantial change. Even the conser- 
vative Hindus have become amenable to the influence of ideas of 
social equality, and the 'Poona Pact is a historic event of first rate 
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importance. The indirect result of Mahatma Gandhi's, campaign 
against untouchability has been to weaken considerably the 
strength of the caste system as a whole. But while we gratefully 
recognize all these changes in the right direction, it would be a 
mistake to minimize the tremendous vitality of the caste system. 
Even among the educated classes, which constitute a microscopic, 
minority, while the ban on inter-caste dining is steadily giving 
way, inter-caste marriages are still such rare events as to excite 
extraordinary interest. But while the grip of the social system 
remains unrelaxed, the mind of the educated classes is travelling 
away from the traditional taboos. On the other hand, the hold 
of the caste system on the Indian mind is so strong, that it has 
affected even such perfectly democratic communities as the 
Mohommedans and the Sikhs, who do not recognize any caste and 
yet prefer to arrange their marriages in the original caste. No one 
can foresee any reasonable period within which the caste system 
will die out. The present position is that w^hile deviations from 
the caste taboos among the educated are more or less tolerated, 
the traditional strength behind the caste system is so tremendous^ 
that even these deviations among the microscopic minority of 
the educated people are absolute rarities. And- naturally the 
position among the villagers, who constitute the vast bulk of 
the Indian people, is much w'orse. The educated classes are all 
more or less agreed on fundamental political and economic 
changes in the country ; but the necessity for a social revolution 
is no less urgent as without it we cannot truly lay the founda- 
tions of our economic and political salvation. 

The Joint Family System. Next only to the caste system, 
another characteristic feature of Indian society is the joint 
family system: A family in the west is understood to mean a 
man, his wife and his minor children. The joint family often 
consists of three generations, with several collaterals, formin.g . 
a single household and joint in food, worship and estate. The 
institution of the joint family is the basis of Hindu Eaw, and 
its affairs are managed by the eldest male member of the family. 
The earnings of the different members are thrown into the 
common stock. Every one earns according to his capacity and 
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receives according to liis necessity. Within its limits the joint 
family makes a near approach to socialism. The joint family 
as an institution has been maintained for many centuries by 
the strong ties of /kinship, common religious worship, the social 
tradition and above all b3’’ the difficulties of communication and 
lack of opportunities for the individual to carve out a separate 
career for himself. 

The Advantages of the Joint Family System. The joint 
family system includes lo>’’alties which are larger than the 
loyalty to one’s individual famil}’’. It provides for a system of 
mutual insurance. It guarantees at least bare subsistence to 
ever}' bod}^ and above all to widows and orphans who may be 
left unprovided for. It provides an alternative solution for the 
problems which old age pensions, poor relief and various sj'stems 
of compulsory insurance are calculated to solve. It secures the 
advantages of a simple division of labour and the economies 
of running a large household. Extra expenditure involved in 
furnishing a seperate home for small families is avoided. 
It prevents the sub-division and fragmentation of land 
and enables tlie resources of the joint family to be used to the 
best possible advantage.- And it inculcates such social virtues 
as discipline, loyalty, obedience, self-sacrifice, reverence and 
the capacity for a considerable number of people to live together 
and to work together. 

The Disadvantages of the Joint Family System. The joint 
family system does not provide for the stimulus of indimdual 
ambition because there is no direct relationship between effort 
and reward. If a man works very hard, he is not much better 
■off ; and if he does not work at all, he is not much worse off. 
This puts a premium on idleness and irresponsibility so that 
naturally enough almost every joint family has its share of 
■drones and individuals without any backbone. The joint 
family pre-supposes the merging of the interests of the 
indmdual into those of the group, and this loss of individuality 
in the economic sense naturally slackens effort and enterprise 
which are the indispensable ingredients of economic progress. 
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It encourages immobility of labour and discourages the 
accumulation of capital as the richer members have to support 
the poorer ones. Large scale enterprise suffers in consequence. 

The Present Position of the Joint Family System. While 
the joint family system as a social organization has by no 

means disappeared, it is steadily losing its strength and vitality 
under the pressure of disintegrating modern influences. The 
improvement of communications and the introduction of 
mechanical transport have enabled some individuals to break 
away from the family and seek a better independent living else- 
where. Individualism, which is such a characteristic feature of 
western thought, has a strong appeal for the educated Indian ; 
and the individualistic bias of English law is equall}'- opposed 
to the joint family. Since the beginning of the industrial 
revolution in this country and under the pressure of foreign 
competition, many old family occupations have disappeared and 
the family is forced to disperse. And above all the joint family 
is out of tune with the spirit of the time, and where it exists, 
it does not present the traditional picture of domestic bliss and 
contentment, but moi'e often results in an unending series df 
petty squabbles, discontents and heartburnings. The gradual 
dissolution of the joint family seems "to be inevitable and we 
see it proceeding right under our eyes. But while our tradi- 
tional methods of meeting want and suffering are disappearing, 
the modern methods of State help have not yet come into 
existence in this country ; and at present we are in the unhappy 
transitional position in which want and suffering have no 
provision made for them by society. 

The Laws of Inheritance and Succession. While the 
joint family system is being gradually dissolved, we are 
changing over from joint family property to individual private 
property. But unless a regular partition has been effected, 
Hindu law presumes common family property. The result 
of partition and inheritance is a wide-spread distribution 
of property. In effect the Mohomedan Law of Inheritance and 
Succession is very much like the Hindu Law. The principle of 
equality holds good and primogeniture is absent. The economic 
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consequences of this equal distribution of property are partly 
bad. For example it can result, in the case of land, in the 
creation of an independent class of peasant proprietors who 
constitute ever^nvhere the backbone of society. But if carried 
too far, this equal distribution of land results in excessive sub- 
dirnsion arrd fragnrerrtation, with its attendant evils of 
unecorrorrric holdings and a great deal of litigation. Again, the 
equal distribution of property adversely affects savrngs on a 
large scale, and therefore acts as an obstacle in the way of enter- 
prise on modern lines. Brrt on the whole, except for the 
excessive subdivision and fragmentation of land, which plays a 
very important part in aggravating the poverty of the people, 
our laws of inheritance and succession have not any serious, 
economic consequences. 

Ceremonial Expenditure. While ceremonial expenditure- 
on occasions like birth, marriage and death is by no means tiie 
monopoly of India, it plays a part in Indian economic life which 
has, so far as we know, hardly any counterpart anywhere in the 
•V world. “t)n account of the strength and the rigidity of the 
caste S3^steni, ' which determines this ceremonial expenditure 
in relation to each caste and sub-caste, the individual has no 
option except to fall in line, on pain of being outcaste, which 
is the worst calamity that can befall an orthodox Hindu. And 
the scale of this ceremonial expenditure, which seems to have 
been handed down from generation to generation, irrespective 
of any- consideration of prices and earning capacity, is out of 
all proportion to the capacity of the people to bear it. The 
result is a tremendous amount of indebtedness which is common 
both to the city and the village, to the educated as well as the 
uneducated classes. It would be difficult to exaggerate the 
amount of life long suffering and misery which a birth, a 
marriage or a death involves in an Indian household ; and 
millions in India live under a heavy load of debt all their life 
for having celebrated a so-called festive occasion. In its essence 
the problem is ver3’' simple, and it is obvious that the expenditure 
must be in proportion to a man’s resources. But actually 
the resources of the individual have very little to do in- 
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■determining tlie scale of his ceremonial expenditure which is 
pre-determined by his caste or sub-caste ; and the condition of 
these organizations is so hopelessly static, that it is most 
•difficult, if not practically impossible, to bring about a radical 
change. A social revolution is an absolute necessity to free the 
people from the strong social fetters 'which they have tied round 
themselves. The educated classes, who can understand and 
realize the implications of this ruinous ceremonial expenditure, 
have a special responsibility to set a good example to their 
poor, ignorant, tradition-bound, caste-ridden countrymen ; 
because the educated classes, though very few, wield a moral 
influence out of all proiiortion to their numbers. But un- 
fortunately the educated classes have not yet been able to 
bridge the gap between their thought and action, and in this 
respect they are hardly any better than the rest of their 
eountr3''men. "V^^e have emphasised this question of ceremonial 
-expenditure because we are convinced that it plays a consider- 
-able part in the poverty and the suffering of the people of 
India and deserves a much greater attention than is usually 
devoted to it. 

Indian Spirituality and Other-worldliness and its connec- 
iion with India’s economic backwardness. Indian spirituality 
■and other-worldliness are also held responsible for the general 
•economic backwardness of the country. There is a great deal 
of confused thinking as to how far his religion and philosophy 
require an Indian to turn his back upon the things of this 
world in a way different from other religions and other philoso- 
phies • and secondly, as to how far the Indian follows the ascetic 
ideal in practice. The remarkable material progress of the 
Hindus, at a time when they achieved the heights of their 
•spiritual attainments, is a conclusive evidence of the ffict that 
-the Hindu mind has not been exclusively preoccupied unti 
reli'^ious and metaphysical speculations, though it has ma e 
■there spheres peculiarly its own. The ancient Hindus were 
great empire builders, enterprising -traders and daring 
It is not disputed that they were the pioneers in the field o 
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mathematics and mechanics. Moreover, they were the greatest 
chemists, biologists, geographers and astronomers of their time ; 
in fact they laid the foundations of these sciences. Again, 
in medicine, as in astronomy and metaphysics, the Hindus once 
kept pace with ; the most enlightened nations in the world. 
Tlie Hindus invented Algebra and the Arabic numerals are 
called so because the Arabs took them from- India to Europe. 
Indian handicrafts were famous all over the world and the 
various European traders came to India to bu}’’ their products. 
Until the invention of machinery in the eighteenth century 
India was, from a purel}’' economic point of view, in a more 
advanced iiosition than the leading countries of Europe. We 
have said enough to show that the exclusive preoccupation of 
the Hindu mind with religious and metaphysical speculation is 
'a mjhh, and it is interesting to observe that our economic 
backwardness since the eighteenth centuiy coincides with an 
equal backwardness in the realm of religion and xibilosophy. 
Again, to attribute the economic baclrwardness of the country 
to preoccupation with religion and philosophj’', exaggerates 
their influence on economic activity. Jesus Christ himself 
declared that it was easier for a camel to pass through the eye 
of a needle than for a rich man to enter the gates of heaven ; 
but that has not prevented the followers of Christ from 
hecoming past masters in the art of grabbing money. The 
faith of the educated Indian in religion generall}’’, and the 
traditional religion in particular, is by no means excessive and 
it would be obviouslj'^ incorrect to attribute his economic back- 
wardness to his religious preoccupation.' And as for the 
uneducated Indians, who strongly believe in the traditional 
faith, it is interesting to observe that it is precisely those 
communities whose religious orthodoxy is the greatest, such as 
the Marwaries, the Jains, and the Bhatias among the Hindus, 
and the Khojas, the Memons and the Bohras among the 
Mohommedans, which produce the most enterprising traders 
.and industrialists in India. The conclusion is obvious : religion 
does not play such a predominant part in economic activity as 
is attributed to it, and the economic motive is much stronger 
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tlian the religious motive. We must look elsewhere foi the 
causes of our ecotioniic backwaicluess. 

Indian Fatalism.^ In spite of what has been said above 
it must be conceded that competent observers, both Indian and 
foreign, have been struck with the predominantly pessimistic 
and fatalistic note in Indian life, and we may take it as 
a fact. But the problem which concerns us is whether it is 

this fatalism which determines our economic backwardness or 
whether it is our economic backwardness which produces this 
fatalism. To a certain extent of course each must react on 
the other, but we believe that fatalism is more the effect than 
the cause of our economic backwardness. This same fatalistic 
attitude prevailed in Europe before the industrial revolution 
when epidemics and famines were taken as manifestations of 
divine wrath before which man must quietly submit. It is the 
change of en\uronment in Europe which has changed t le ou 
look of man, and given a similar change of environment in 
India, the same results would follow. Foreign rule is pro a y 
the most depressing experience to which a country can be 
subjected, and it has undoubtedly contributed very substantially 
to the pessimistic and fatalistic attitude towards life which the 
Indian suffers from. The new political outlook has, in a 
measure, changed this attitude for the better, and with the 
attainment of Swaraj the spirit of the people will be xans- 
fonned. Again, India at present is a predominently agricultural 
country, and the vagaries of the monsoon, which are beyond 
man’s control, determine the well-being of the peop e. 
Naturally man feels helpless and pessimistic in the face of forces 
too strong for him. But given an adequate diversification of 
industries, with agriculUire occupying its proper place, the 
Indian will never feel so weak and helpless as he does at 
present, because the nightmare of famine and scarcity null 
disappear from the land. The recurring epidemics in the 
country, which take such a heavy toll of human life, are 
entirely preventable, and their disappearance would make a 
world of difference to the self-confidence and optimism of the 
people. The crushing poverty of the people, on account of 

1 Cf. Jatlier & Beri : Indian Economics, Vol. I, pp. 114-15. , : 
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which the vast 'majority of them are living eternally in dread 
of hunger, cannot but crush all joy of life out of them ; and 
yet there is hardly any doubt that an efficiently planned 
national economy can make this haunting fear of hunger and 
poverty things of the past. The numerous disabilities imposed 
on the lower castes in a caste-ridden society constitute another 
factor for our pessimistic outlook, but a vigorous campaign is 
proceeding against these unjust disabilities which are in the 
process of disappearance. It is no wonder that under the 
pressure of this extraordinary combination of adverse circums- 
tances Indian philosophical ideas have been misconstrued in a 
pessimistic fashion. Nothing can be more vitalizing than the 
doctrine of “Karma,” which literally, means action, and accord- 
ing to which man’s destiny is determined by his own actions 
and there is no dark or mysterious fate which unjustly drives 
him to his doom. And yet this noble doctrine of “Karma” 
has been misconstrued to mean that man is helpless in the grip 
of his fate and action is useless. Fortunately, the process of 
reinterpretation of these ideas is actively going ahead, and with 
a drastic change in the economic and social environments we 
shall have seen the last of these vicious misinterpretations. A 
planned economy for a country is accepted as a common-place 
to-day and one of the greatest results of planned economy in 
Russia has been a revolutionary change in the psychology of 
the people. Competent observers who visited the country both 
before and after the economic revolution tell us that they found 
it difficult to believe the transformation which they witnessed 
with their own eyes. We are convinced that an equally revolu- 
tionary change will occur in the psychology of our people when 
a planned economy for the nation as a whole is carried out. 
What appear at present as insurmountable difficulties will 
automatically disappear with the drastic changes in the environ- 
ment. Finally, our social and religious institutions ultimately 
will not be a bar to the fulfilment of our economic destiny. 



CHAPTER III. 


THE PROBLEM OF POPULATION. 

Total Population and Density. The total area covered 
by the last (1931) census is 18 hundred thousand square miles 
and the population inhabiting it is 353 millions, giving a 
density for the whole area of 195 persons per square mile. The 
Indian states have a population of 23%, and if Burma is 
excluded, 24%. The total population of the world is estimated 
at 1,850 millions and the population of India forms almost 
one-fifth part of that of the whole world and is greater than 
that of any other country. The density of the Indian popula- 
tion is a very variable factor, ranging from 9 persons per 
square mile in Baluchistan, where the Chagai district has only- 
one person to the square mile, to about 2,000 persons per 
square mile in the most thickly populated parts of the south- 
west coast. The general density of Cochin State including the 
almost uninhabited highlands, is 814.2 persons to the square 
mile, reaching in one village the amazing maximum found in 
any purely rural population of over 4000 persons to the square 
mile. There is, however, in Bengal an even higher general 
level of density, since the Dacca Division has a mean density 
of 935 persons and reaches a rural density of 3,228 per square 
mile for Dohajang thana and a mean density of 2,413 for 
I\'Iunshiganj sub-division. The density of population varies 
largely according to the rainfall, and in the densest areas — 
those of Cochin, of eastern Bengal, the north-east of the United 
Provinces and of Bihar — the rainfall is heavier than in any 
other part of India except Assam, where large tracts of hills 
and forest reduce the population in proportion to the area, and 
in south Burma, where there is considerable room for the 
increase of population, and where also there are considerable 
areas of forest and hills. Large stretches of level lands also 
contribute to the density of the population. Comparing the 
■densit}^ of population in India with’ that in some other parts 
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of the world, we find that England and Wales has a density 
of 685, U. S. A, has a densit}’- of 41, Europe as a whole 127 
and China as a whole 80.5. One obidous conclusion emerges 
from this comparison ; we cannot estimate the economic position 
of a country from a mere consideration of its average density. 
A highly industrialized and commercial country with intensive 
cultivation shows the largest density ; a purely agricultural 
country supports a very much smaller population ; the pastoral 
stage supports a lesser number and the hunting stage lesser 
still. So in addition to density we must consider the occupa- 
tion of the people and their standard of living before we can 
form some idea about their economic position. 

The Provincial Distribution of Population. The average 
density’- of. population in India does not indicate the great 
differences in the provincial distribution of population as 
shown by the table on the following page. Delhi 
forms an exceptional cases with a small area and a 
large urban population, and its increase of 30.3% between iQ2f 
and 1931 and its density of i,iio per square mile does not call 
for any special comment. Baluchistan, Andaman and Nicobar 
Islands and Coorg are not typical of India. Among the other 
provinces, Bengal with a densit}’’ of 646 per square mile is by 
far the most thickly populated and such a density, which is 
equal to that of a highly industrialized and commercial countr}’^, 
in a predominantly agricultural province like Bengal, can only 
mean great poverty and a low standard of living. It has been 
calculated that agriculture under the best conditions cannot 
maintain more than 250 persons per square mile at a reasonable 
level of comfort, and the agricultural conditions in Bengal are 
not of the best. On the other hand Burma, which has the 
largest area and is nearly twice as big as the next largest 
pro\dnce, has the smallest density of only 63 per square mile, 
and with its agricultural, mineral and forest resources it can 
admit of a much larger population. Assam with its 15.6% 
registers the largest percentage of increase between 1921 and 
1931 and the United Provinces with 6.7% has the smallest 
percentage of increase. 



Population of British India distributed by provinces and with variation per cent, in the population from 
1921 to 1931 and mean density per square mile according to the Census of 1931. 
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Distribution of Population according to Religion. 

We shall next consider the distribution of the population into 
the various religions. Strictly speaking religion is not the 
concern of the student of economics, but in India it plays a 
considerable part' in the political, social and the economic life 
of the people and so we must take cognizance of it. The 
following table taken from the 1931 census gives the relevant 
figures. 

Percentage of 


Religion 

Actual Number 
in 1931 

(ooo’s omitted) 

Percentage of 
the total 
population. 

variation 
between 1921 
and 1931, 
Increase + 
Decrease — 

Hindu 


239.195 

68.24 

+ 10.4 

Jain 


1,252 

• .36 

+ 6.2 

Buddhist 


12,787 

3-65 

+ 10.5 

Sikh 


■ 4,336 ■ 

1.24 

+ 33-9 

Zorastrian 


IIO 

- -03 

+ 7.8 

Muslim 


77,678 

22.16 

+ 13-0 

''Christian 


6,297 

1.79 

+ 32-5 

Jew 


24 

.or 

+ 10.9 

Tribal 


8,280 

2.36 

-I 5-3 

Minor religions 




and religions 


\ 


not returned 

571 

.16 

4 - 3072.6 


The largest increase is registered by the Sikhs and the 
Christians, the case of minor religions and not registered being- 
exceptional. The percentage .of increase among the Moham- 
madens is 13 as against io'4 among the Hindus. 

Rural and Urban Distribution. The next distribution 
of the population, that between rural and urban, is far more 
important and interesting from the economic point of view. 
The definition of an urban area is the first point to be con- 
sidered. The 'Census Code provided for the treatment as a 
town of every municipality, all ci-vil lines not included in 
municipal limits, everj’- cantonment and every other continu- 
ous collection of houses, inhabited by not less than 5 )°°'^ 
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persons, which the provincial census superintendent considered 
should be treated as urban. This is a very generous definition 
of a town, but even so the total percentage of the population 
classified as urban was only ii%, showing an increase in its 
proportion to the ivhole of only o.S% since 1921. As against 
that we find that the population classified as urban in some 
other countries is 49% in France, 53-7% in Canada, 56.2% in 
the U. S. A. and 80% in England and Wales. The total 
number of towns in India is 2,575 while the rural areas, where 
the bulk of the people live, register a vast total of 696,831. 
Only 38 towns have a population which is 100,000 and over and 
674 of our towns have a population of less than 5,000. India 
is predominently a rural country and the typical Indian is the 
villager. Urbanization is proceeding at a snail’s pace and the 
pace of urbanization roughly indicates the progress of indus- 
trialization. The distribution of population between town and 
village in India is very unhealthy and except under a vigorously 
pursued planned economy, which can quickly develope 
industry, transport and trade, it is not capable of any quick-— 
and easy adjustment. The progressive elements generallj^ 
emanate from the towns and the paucity of towns in India is 
greath' responsible for the general backwardness in the country. 

It is interesting to observe that the urbanization in the country, 
however meagre, is again unevenly distributed and ranges from 
3.4%, which is the urban population in Assam, to 22.6% in 
the Bombay Presidency. During the decade 1921 to 1931 the 
greatest increase in the percentage of the urban population has 
been in the Punjab. 

Distribution of Population according to Workers and 
Dependents, The proportion of the total population maintained 
by the various occupations corresponds closelj^ to the proportion 
of workers in each of these occupations, but it is interesting to 
observe that the proportion of actual workers to non-working 
dependents which was 47:53 in 1911, 46:54 in 1921 is only 
44:56 in 1931.’’' This steadj!- decrease in the proportion of 


Census of India, 1931, VoL I, p. 275. 
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^workers to dependents is very disquieting, and while it i 
partly due to the fact that the proportion of children to adults 
and therefore of dependents to workers, is higher than it wa 
in 1921, we believe it indirectly reveals the growing unemploy 
ment in the country. And this is further supported by’- th 
fact that almost all occupations register a stead}’- decline. N 
effort has been made to collect the statistics for unemploymeu 
in the country and it is only indirectly and inferentially tha 
we can form some idea about it. In addition to the fact tha 
the average cultivator in India is unemployed for half the year 
it is clear that during 1911 to 1931 the burden on the worke 
has increased by the support of over ten million more depen 
dents, the bulk of whom are unemployed. And while Tii 
burden has increased, the catastrophic fall in prices has reducei 
his income substantially. The wonder of it is that he ha 
not broken down but still continues to exist. 

Distribution of Population according to Occupation 

The following table gives the percentages of different occupa 
>iions for 1911, 1921 and 1931. 


Occupation 

Exploitation of Animals and 

1911 

1921 

1931 

Vegetation ... 

72.44 

73-15 

67.0 

Exploitation of Minerals ... 

•17 

.17 

.1 

Industry 

11.27 

10.49 

9-7 

Transport 

1.6 

1-37 

1-5 

Trade 

5-69 

5-73 

5-4 

Public Force 

•77 

.69 

•5 

Public Administration 

.84 

.84 

.8 

Professions and Liberal Arts 
Persons living on their 

1.70 

1-59 

1.7 

income 

•17 

•15 

.14 

Domestic Service 

Insufficiently described 

■ 1-47 

1.44 

CO 

0 

occupations 

, 2.95 

3-51 

5-05 

Unproductive 

I. TO 

1.04 

1.05 
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A word may be said about one or two peculiarities in the 
percentages of 1931. The most striking changes are in the 
figures for the exploitation of animals and vegetation which are 
lesser b}'- about 6 %, and the figures for domestic service which 
are greater by about 6 %, but as the census report points out, 
the figures for domestic service in 1931 has been unnaturally 
swollen by return of females in agricultural families as engaged 
in domestic service. The change is “apparent rather than 
real.”"^' The figure for insufficiently described occupations also 
shows a considerable increase and that, we venture to think, 
is due to the prevailing unemployment. . But the most 
remarkable change in occupation which the figures of the 
last census report reveal is among agricultural labourers. 
In 1931 there were 407 agricultural labourers to every 
1000 cultivators, as compared with 291 in 1921. t . This 
means that an extraordinary change in our rural population 
has taken place during the last ten years. On account of the 
increasing pressure of the population on the land, a consider- 
able number of people have been squeezed ou't of possession of 
their lands and their number tends to grow. This substantial ' 
increase in the class of landless labourers in the rural areas is 
likely to have very wide social and economic reactions. But 
apart from these peculiarities in the figures of 193 the general 
picture is substantially the same and gives us much food for 
thought. Nearly three fourths of the people of India obtain 
their livelihood from agriculture and allied occupations which 
are largely dependent on such an uncertain factor as the 
monsoon. This is sufficient to make our economic position 
uncertain, lop-sided and unbalanced. The percentage of our 
population dependent on agriculture, overuffielmingly large as 
it is, has been steadily increasing from 61% in 1891, to 66% 
in 1901, to 72% in iQxi, and to 73% 1921- "V^^e cannot say 

precisely what is the position at present, as the figure for 1931 
has been vitiated by mixing up domestic service and probably 


‘■= Census Report (1931) P. 2S1. 
f Census of India Vol. I. p. 287-8. 
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insufficient!}'’ described occupations with agriculture ; but the 
fact that the percentage of the ipeople obtaining their Iwelihood 
from industry has been steadily declining from ii'27 in 
to 10.49 ill 1921, and to 9.7 in 1931, and that there is no per- 
.ceptible increase ,in any other occui)ation, justifies the inter- 
pretation that the tendency from 1S91 onwards is continuing, 
and the huge percentage of the population dependent on 
agriculture is still increasing. The steadily decreasing per- 
centage of people getting their livelihood out of industry i& 
alarming ; and it is necessar}’’ to add that the bulk of them 
are engaged in small, unorganized industries, while organized 
industries occupy only J%% of the people. Trade and trans- 
port together occupy only about 7% of the people, but even 
this small percentage has been declining a little. We can get 
a clear perspective of our position by comparing the percentages 
of different occupations in India with that in some other 
countries. While agriculture sxipports about tliree fourths of 
our people, in Great Britain and Ireland it supports only 11.6%, 
in Germany 28.6%, in U. S. A. 26.3% and in France 40.7%, 
which is about the highest figure for a progressive country. 
Again, while mining and industry support less than to% of 
our people, in Great Britain and Ireland they support 56.8%, 
in Germany, 42.2%, in U. S. A. 33.4%, and in France 35.8%. 
Finally, while trade and transport in India sxtpport less than 
7% of our people, in Great Britain and Ireland they support 
13.1%, in Germany 13.4%, in U. S. A. 17.9%, and in France 
9.8%. These figures are not all quite up-to-date, but it does 
not make any difference to our main conclusion, which is 
universally accepted, that the percentage of people engaged in 
agriculture is by far the highest in India, and the percentage 
of people engaged in mining and industr}’-, and trade‘‘'and 
transport, is by far the lowest. We have already explained that 
the overwhelming importance of agriculture in the country, and 
the comparatively negligible position of industry, trade, trans- 
port and mining is responsible for making our national economy 
weak, unstable and lop-sided ; and the only solution is a 
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vigorousl}^ pursued planned economy which will sharply correct 
this maladjustment. In the last century Germany and Japan, 
whose economic position was not different from that of India, 
carried out this change in a surprisingly short period ; and in 
our own days Russia, whose economic condition was practically 
identical with that of India, has perfected the technique of 
transformation to such an extent that a vigorous national 
government, which commands the willing co-operation of the 
people, can plan and carry it out within a decade. It has been 
already pointed out that the vast and varied natural resources 
of India would. greatly facilitate the task of transformation. 

Distribution of Population according to Age. We now 
proceed to consider the distribution of population according to 
age. The table* on the following page shows the percentage 
of the age distribution of males and females of the Indian 
population by lo-yearly age groups for the 5 decades 1891 to 
1931. This table reveals certain very interesting facts. 
Nearly 28 J 4 per cent, of the population in India is accounted 
for b}'’ children under ten, which is the highest proportion 
as compared with other countries. Moreover, the longevity of 
the Indian is very low as compared with the inhabitants of 
other civilized countries. The commonly accepted working- 
age is between 15 and 60, but owing to climatic reasons, the 
great poverty of the people, and above all the excessive birth 
rate, the effects of old age are felt here much earlier than in 
Europe, and the working age in India is proportionate!}’- lower. 
The result is that the percentage of our working or effective 
population is much lower than in other countries, and is 
estimated to be only 44% according to the last census, as 
against 53% in France and 60% in England. From the 
economic point of view the main significance of age composition 
is the proportion of effective population to the total population, 
and in this respect we compare unfavourably with the other 
countries. A very disquieting feature of the last census report 

* The figures are taken from the Census Report of 1931, Vol. I, 
P. 86 but they have been converted into percentages for the sake of 


convenience. 
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is that the mean age in India, low as it is, tends to decline, 
and the mean age in the case of females is declining more 
sharply still. An improvement in the standard of public health, 
apart from other reasons, is therefore an economic necessity and 
in the long run will more than pay for itself. 

Distribution of Population according to Sex. We shall 
next consider the distribution of population according to sex in 
India. While the number of females to a thousand males in 
1921 was 945, in 1931 it was only 940 ; and this shortage of 
females is considerably aggravated by the fact that a veiy 
substantial proportion of widows (who constitute 15% of the 
female population) live a life of enforced celibacy. Since 1901 
there has been a stead}’- and continuous fall in the proportion of 
females to males. The shortage of females, as compared to 
males, is a peculiar characteristic of the population of India and 
is in marked contrast to that of most European countries. As 
in other countries more boys than girls are born in India and 
the proportion in India is loS : 100 as against 105 : 100 in 

England. The Census Commissioner agrees with the view oh 
Westermarck, Heap and others that in-breading increases 
masculinity ; and therefore the caste system, with its insistence 
of endogamy, is responsible for the excess of males in India. 
But this thesis is not supported by the fact that there is an 
excess of females in the caste-ridden South, and there is an 
excess of males in the 'North, and particularly in the North-West, 
where there is a preponderance of Muslims. Probabh’- the true 
explanation is that in the regions in which the IMongolian and 
Dra vidian race element is strongest, that is Burma, Madras and 
Bengal, there is a higher proportion of females than in the areas 
of north and north-west India, in which the Aryan and Semetic 
strains prevail.* Biologically, the female infant is definitely 
better equipped by nature for simdval than the male infant, and 
during the first year of life the death rate in India is 16-9% for 
females as against 18-7% for males. But conditions in India are 


* P, K. Wattal : The Population Prohlem in India, P. 14. 



THE PROBLEM OF POPULATION 


41 


distinctly unfavourable to female life. The advantage the 
female has at birth is partly neutralised in infancy by 

comparative neglect, as daughters in India are unwelcome and 
I in many parts of India they entail great pecuniary expense in 

.^providing for their dowries. Sons are everywhere desired, not 
I only among orthodox Hindus, where a son is necessar3’- to his 
father’s salvation, but almost equally so among other com- 
munities as well. In addition to comparative neglect, the 
^ female is subjected to the purdah, which is prevalent among 
the higher classes in some parts of the country and particular!}^ 
the Mohomodens, early marriage, and the strain of bearing 
children too early, and too often. It has been rightly said that 
numbers of child wives march from the nuptial bed to the 
funeral pile. The working women, who constitute the vast 
majority, ^do not get proper rest before and after the delivery, 
and unskilful midwifery of the village dai is a further handicap 
against female life. It is therefore not difficult to understand 
the shortage of females as compared to males, and the 
vprjOgressive character of the shortage, which has been an 
'"alarming feature of the census reports since 1901, shows that 
there is no improvement as yet in the conditions of female life 
in the country. 

Distribution of Population according to Sex in Urban 
Areas. Another peculiar feature of the sex distribution of our 
population is the great disparity between urban and rural areas. 
While in western countries the number of women in towns is 
greatlj'- in excess of the men, in India it is exactly the opposite 
and the disparity is very considerable. For every thousand 
males, in Rangoon there are 477 females, in Calcutta 490, in 
Bombay 554, in Lahore 565 and in Madras there are 897. For 
jrrban areas as a whole the figure is 815. It is obvious that this 
■“^lortage of women in the towns must adversely affect the health, 
comfort and the morals of the men. The reasons for this 
shortage are not far to seek. The men often leave their village 
homes in order to get work in the towns and the women and 
the children stay behind. Besides, the number of women 
engaged in urban industries is much smaller than that of men. 
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But on the other hand, contrary to expectations, the ivoinen 
workers form quite a substantial proportion of the female 
population, and this proportion compares very favourably with . 
that in other countries. For example, while the percentage for 
England and Wales is nearly 26, in India it is nearly 30, and 
in various advanced countries it is much less. This shows that 
the number of women behind p^irdah is extremely small, and 
that cheap and facile generalizations about its general 
prevalence, based as they are on the experience of urban areas, 
are not supported by facts. It also gives an idea of the extent 
of poverty in India ; because in India it is only when the 
family is faced with the prospect of going without the barest 
necessaries of life that its women folk go out to work, and 
that the great ambition of the working women in India is to 
join the ranks of the so-called piirdah-nishin ladies. 

Indian Birth Rate and Death Rate. India enjoys an 

unenviable notoriety among the civilized countries for her birth 
rate and death rate which are among the highest in the world.' 
The following tables taken from the Public Health Com- 
missioner’s Report for 1931 fully substantiate this statement.. 


1. High Birth-Rate Countries. 


Country. 

Annual birth-rate 
(1931) 

Annual death' 
(1931) 

Egypt 

44-8 

26-8 

Japan 

32-2 

19-0 

Roumania 

33-3 

20-S 

Portugal 

30-5 

17-2 

British India 

34'3 

24-9 

Italy 

24-9 

14-8 

Hungary 

237 

i6-6 

Spain 

24-4 

-7*3 
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2. Low Birth-Rate Countries. 


Country. Annual birth-rate 

(1931) 

Annual death-rate 

(1931) 

New Zealand ... 

18-4 

8-3 

U. S. A. 

17-8 

II-I 

Scotland 

19-0 

13-3 

France 

17-4 

i 6-3 

Germany 

i6-o 

II-2 

Sweden 

14-8 

12-5 

England and Wales 

iS-8 

12-3 


It seems that while birth and death rates are high in 
Asiatic countries and Eastern and Southern Europe, both are 
low in Northern and Western Europe and the United States 
of America. There is a very intimate relationship between the 
birth rate and the death rate and both rise or fall simultaneously. 
With the sole exception of Egypt, India has the highest birth 
rate and the highest death rate, and our birth rate and death 
rate are more than double that of England. The high birth 
rate is the major cause of the high death rate and, as in other 
countries, until the birth rate is substantially reduced, there 
will be no substantial reduction in the death rate. In the 
middle of the nineteenth century the birth rate and the death 
rate ^in England were similar to those in India to-day ; for 
example the birth rate in England during 1851-55 was 33.9 and 
the death rate was 22.7, while for 1931 the birth rate in British 
India was 34.3 and the death rate was 24.9. And for 1932 
the birth rate in England is 15.3 and the death rate is 12.0. 
If the Indian birth and death rates were reduced to the English 
level, it would result in a reduction of over 6 % million births 
and over 4j^ million deaths annually. It is difficult to imagine 
-the tremendous amount of avoidable pain and suffering which 
the high birth rate and the death rate entail on the country. 
Every birth and every death must entail some expenditure, 
however small, and multiplied by’^ so many millions it comes to 
a substantial amount, which is taken out of the pittance which 
constitutes the average income. As the high birth rate must 
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inevitablj’’ be followed by a high death rate, except under 
particularly favourable circumstances which are conspicuous 
by their absence in India, the only return for this expenditure 
is an endless procession from the cradle to the grave. The 
figures of our birth rate and death rate are full of living tragedy 
if behind the statistics we peep into the realities of life in India. 
And in order to reduce the death rate in the country, the first 
and most important step to be taken is to reduce the birth rate, 
■which must be the starting point for tackling the problem of 
population in India. 

Infant Death Rate. The death rate in India is bad 
enough but the infant death rate is much worse and in the big 
cities it is something awful. Out of every i,ooo infants born 
as many as die -within the first year of life. This records 
some improvement as the corresponding' figure for igii is 250. 
The following table gives the figures for infant mortality per 
1,000 births in important Indian and European cities in 1931. 


Indian city. 

Infant Mortality. 

European city 

Infant Mortality 

Bomba 3 '’ 

... 274 

London 

- ... 66 

Calcutta- 

... 244 

Berlin 

82 

IMadras 

... 251 

Paris 

■ 93 

Rangoon 

... 27S 

Madrid 

... 102 

Lucknow 

... 266 

Budapest 

... 114 

Nagpur 

• •• 323 

Amsterdam 

... , 37 

Delhi 

... 202 

Oslo 

23 


Comment is superfluous, and we may derive what comfort 
we can from the fact that not long ago' infant mortality in 
European countries was as high as it is in India to-da5’', and 
has been steadily reduced to its present figure. In England, 
for example, in little more than 50 years it has been reduced 
from 149 to 60. While the highly insanitary conditions of child 
birth, the poor midwifery and the marriage of immature girls 
make a heavy contribution to infant mortality, the root of the 


* Public Health Commissioner’s Report, quoted by P. K. Wattal : 
The Population Problem in India, P. 60. 
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matter is that until the high birth rate is substantially reduced 
we cannot expect to solve the problem of heavy infant 
mortality. The following table, which gives the figures for 
birth rate and infant mortality in the Indian provinces, generally 
supports the statement that a high birth rate is followed by a 
^'high infant mortality. 

Province Birth Rate Infant mortality per 

(1931) 1000 Births (1931) 

birth rate and infant mortality in the Indian provinces, generally 
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Province, 

Assam 
U. P. 

C. P. ... 

Madras 

Bengal 

Bihar & Orissa ... 

Punjab 

Bombay 

British India (average) 


IMaternal Mortality 
per looo Births. 

... 26.40 

18.00 
... 8.18 

.. 13-24 

... 49-i6 

... 26.57 

... 18.73 

20 . OQ 

... 24.05 


The maternal mortality in C. P. is much lower than in 
any other Indian province and the rate for Bengal is incredibly 
high. In order to realize how high is the maternal mortality in 
India, we must bear in mind that in England great concern is 
expressed because the rate continues to be 4.11 per i.ooo births. 
Strenuous efforts are being made to reduce it by 50 %. Another 
way of realizing the implications of the Indian rate is that 10% 
of girl wives die in child-birth, and ever\* year about 200,000 
mothers in India die in giving birth to children. 

Expectation of Life. While the expectation of life in 
European countries has been shondng a substantial increase 
owing to better conditions of life, the eradication of several 
preventible diseases, and above all the fall in the birth rate, 
no such coi'responding improvement has taken place in India. 
The following table shows the expectation of life at birth in 
India and the different European countries and Japan ; and the 
comparison is adverse to India at ever}’- subsequent age as well. 


Country 

India-=’ 

Germany {1924-6) 
Sweden (1921-5) 


jMale at birth. Female at birth 
26.91 26.56 

.. 55-97 58-S2 

60.72 62.95 


According to the Census of India, 1931, Vol. I. P. 91. footnote. 
The figures for the other countries are published by the Institute 
of International Statistics quoted by P. K. Wattal : TJic Population 
Prohlevi in India, P. 80. 
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Country ■ Male at birth, 

England and Wales (1920-22) 55‘62 

France (1920-1923) ... ... 52-19 

Japan (1921-1925)' ... 42-06 


Female at birth 

59-58 

55-87 

43-20 


Before 1876, when the fall in birth rate set in, the average 
length of life in Western Europe was only 35 years. During 
the last forty years the expectation of life in India has increased 
by one year. 

Public Health and Malnutrition. . It is only to be 
•expected that iu a population with such a high death rate and 
•an alarmingly low expectation of life, there must be a large 
amount of sickness and malnutrition. Regarding sickness, it 
has been .estimated that the daily average number of sick 
■persons per 1,000 inhabitants is 19 in New Zealand, 30 in 
England 'and 84 in India.* Malaria prevails throughout the 
greater part of India and is responsible for nearly a third of 
"the deaths, a' hundred million sufferers, and an annual economic 
loss which is estimated by Colonel Chopra, I.M.S., at about 
Rs, 33 crores.* And malaria is a preventible disease. According 
'to a resolution passed by the All-India Conference of Medical 
-Research Workers in 1926, the average number of deaths 
resulting every year= from preventible disease is about 5 , Jo 6 
millions, the average number of days lost to labour by each 
persons in India from preventible disease is not less than a 
■fortnight to- three weeks in each year, the . percentage of loss 
■of efficiency of the average person in India from preventible 
malnutrition and disease is not less than 20%, and the 
•percentage of infants born in India who reach a wage-earning 
•age is about 50 whereas it is quite possible to raise this 
■percentage to 80 or go. The conference was, “absolutely 
■certain that the wastage of life and efficiency which result from 
q^reventible disease costs India several hundreds of crores of 
rupees each year” in addition to the incalculable suffering of 
the millions. Sir John Megaw estimates that 39 per cent of 


^•' P. K. Wattal ; The Population Problem in India, P. 74 to 75. 
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the population of India is well nourished, 41 per cent poorly- 
nourished, and 20% verj- badly nourished. In other words 6r 
per cent of the population is suffering from malnutrition. 
For Bengal the figure for malnutrition is 78 per cent. ' 

The Marriage Rate.! The main reason for the high, 
birth rate in India is the practical universality of marriage and 
the absence of an}’- preventive checks. The table on the follow- 
ing page, taken from the last census report, t gives us the- 
distribution by civil condition per 1,000 of each sex at different 
ages. Like our birth rate and death rate, our marriage rate is 
among the highest in the world. Our social, and religious 
customs enjoin marriage and the begetting of children ; and 
in the present primitive conditions of our society a wife is 
regarded as a necessity for performing household duties and 
as a help-mate to the husband in the fields. The rarity of 
widow marriage among the Hindus acts to some extent as a 
check on the growth of population. But the most striking- 
feature of the figures for 1931, as opposed to the figures' for 
the last half a century, is the extraordinary increase in the- 
number of marriages of those aged 0-15 which is illustrated- by 
the following table. 

Number of married per 1,000 of those ages 0-15 years§. 


Sex 

1S81 

1891 

1901 

1911 

1921 

1931 

Females 

... 187 

170 

162 

156 

144 

181 

Males 

63 

59 

59 

54 

51 

77 


It will be seen that from 1881 to 1921 there has been a 
steady decrease in the number of those married under the age- 
of 15 years. This decrease has become an increase between 
1921 and 1931, for the number of married males under 15 has- 
risen by 51% and the number of females married under 15 by 
26%, an increase which is undoubtedly due to the enormous 
number of infant marriages which took place in the six months’ 
interval between the passing of the Sarda Act and its coming, 

P. K. “^Vattal : The Population Problem in India, P. 74 to 75.. 

■|-Cf. Indian Economics — Jathar & Beri Vol. I, P. 49. 

X Census of India (1931) Vol. I, P. 239. 

§ Census of India (1931) Vol. I. P. 215. 
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into operation. So the Child Marriage Restraint Act has 
immediately resulted in increasing enormously the number of 
child marriages, and though its consequences in the future are 
likely to be beneficial, the moral seems to be that the education 
of general public opinion is far more important than mere 
legislation for improving our social customs and institutions. 
Among the consequences of early marriage may be mentioned 
the lower weight of the average baby, the greater incidence of 
still-birth, loss of fecundity, greater maternal and infant 
mortality, and the large number of child widows. Even in India, 
whicli is full of pathetic sights, there is nothing more pathetic 
than a child widow, doomed to a life of enforced celibacy because 
of stupid and vicious social customs. Bihar and Orissa, which 
has the unenviable distinction of being the worst sinner in 
respect of earl}’- marriage, records 150 infant widows less than 
a year old. Out of a total population of 171 million females in 
the country, there are 26 million widows, which gives a 
percentage of 15. The normal percentage in, European countries 
is only 7. The position among the Hindus is much worse than 
among the Muslims. There is some comfort in the fact that 
the percentage of widows is steadiE’- decreasing. The figures 
are given below. 

Year Widows per 1000 females. 


1891 ... ... ... 17-6 

1901 (Famine 3’'ear) ... ... iS-o 

1911 ... ... ... 17-3 

1921 (Influenza Epidemic) ... 17-5 

1931 ... ••• ••• 15-5 


One extraordinar3* feature of the figures for married persons 
according to the last census report is that there are 601,244 
wifeless husbands (84,208,467 married males and 83,607,223 
married females). This phenomenon appears for the first time 
in the Census of 1931, as at all previous censuses the proportion 
of married females has been greater. Dr. Hutton, the Census 
Commissioner, attributes it, not to polyandry, or incorrect 
returns, but to the Sarda Act on account of which parents in 
many cases described their married daughters as unmarried in 



THE PROBLE5I OF POPUEA.TION 


51 


order to avoid the risk of prosecution. According to 
; Dr. Hutton the number of such married girls who were 
I' returned as unmarried is not less than a million and a quarter. 
!■> The next census will show how far this conjecture is correct, 
if'*"' FevtiHly. The results of the fertilit}^ enquiry conducted, 
'1 under considerable handicaps, in connection with the 1931 
I census are quite interesting. The number of families examined 
^vas limited and some of the returns were unsatisfactorj*. The 
following table taken from the Census Report* gives the average 
size of family co-related with age of wife at marriage. 


Wife married at 


Number of Number of 
families children 
examined, born alive. 


Average 

observed. 


Number of 
children 
surviving. 


Average 

observed. 


All ages 

568,628 

2,368,172 

4-2 

1,661,448 

2-9 

0—12 j^ears 

40,729 

154,120 

3-8 

112,127 

2*8 

13—14 years 

191,783 

809,891 

4-2 

552,345 

2-9 

15 — 19 years 

249,874 

1,022,209 

4*1 

726,118 

2-9 

20—29 3 ’ears 

75,758 

328,181 

4-3 

232,804 

3-1 

30 years and over 

10,484 

53,771 

5-1 

38,059 

3-6 




it is obvious from the 


above table that tlie number 


of 


children born and the survival rate seems to increase with the' 
age of wife at marriage. Contrary perhaps to the general ex- 
pectation, the fertility of the Indian woman compares un- 
favourably, for example, with the English woman, in spite of 
the extensive use of contraceptive methods in England. 
Eor every 1,000 of the female population in British India 
aged 15-40 years the birth-rate for 1931 is 169-2. The corres- 
ponding figure for England and Wales (1920) is 209. The 
fertility of the Muslims is definitely greater than that of the 
Hindus,' and during the last fifty years their numbers have 
increased by 55% as against 26-8% for the Hindus. The birth 
'^''•rate among the Muslims is higher than among the Hindus and 
the death rate is lower. Other causes for the greater Muslim 
fertility are the comparative absence of child marriage among 
them, the absence of restrictions on widow marriage and a 
more nutritious diet. 


*P. 206 . 



52 


INDIAN ECONOMICS, 


Size of Families by Occupation of Husband. It is quite 
interesting to study the figures for the size of families by occu- . 
pation of husband. These figures must be taken with a certain 
amount of caution as the number of families examined for the , 
purpose has been limited. - But assuming that the small number J 
examined is representative, we got certain very interesting 
results. The highest number of children per head, that is 5-2, 
is found in the profession of religion. It is rather difficult to 
trace the exact connection between the rehgious profession and 
the largest number of children, though we believe that in the ^ 
last centur5'- clergymen in England were found to be equally 
prolific. Religion is bracketted with the occupation of transport 
b3>' water. The next highest number of children, 5 per head, 
is produced by persons living on their income. In their case, 
it seems, that being relieved of the trouble of earning their 
livelihood, they utilize their energies and serve humanit}’- b\' 
large scale procreation. We may derive what comfort we can 
from the fact that such a scale or procreation, coupled as it is 
with a high rate of survival, will result, under the Indian law' 
of inheritance, in a quick distribution of the property. The 
smallest number of children per head, 3.5, is under the 'Occupa- 
tion of transport bj’^ rail, and the army has 3.6 children per head. 
The professions of medicine, law and education have 3-7 children 
per head and are bracketed with the police and textile workers. 
But the survival rate for the medical and other professions, 76 
per cent, is the highest, and apparently physicians, if unable to 
heal themselves, can yet heal their children. It seems in general 
that both plwsical and mental exertion result in comparativeh^ 
small families. The average for all occupations is 4-3 children 
per head, and that for people engaged in the production of » 
raw materials, who constitute about three fourths of the total 
population, it is 4-4. 

Overpopulation. During 1921 to 1931 the population of 
India increased by nearly millions, a figure approaching 
equality with that of the total population of France or Italy, and 
appreciably greater than that of Poland and Spain. As we 
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have already seeii,\our birtll rate, death rate and marriage rate 
are among the highest in the world. Marriage in India is 
nuiversal and early marriage is the rule. The existence of 
^preventive checks in the country is conspicuous by its absence, 
and the population is mainlj’- restrained by the operation of the 
positive checks. There has been no marked improvement in the 
economic condition of the country, and with the substantial fall 
in agricultural prices, a sharp deterioration has set in. The 
remarkable increase among the agricultural labourers, and the 
considerably higher ratio of dependents to workers, point in the 
same direction. The power of resistence to disease among the 
people is ver}’- small and, with the sharp fall in agricultural 
prices and growing poverty, it is becoming lesser still. Over 
6o% of the population lack nutrition, and the infant mortality 
is extraordinarily high. The conclusion cannot be resisted that 
the country is overpopulated, and the increase in the population 
is a cause for alarm. Unfortunately, the discussion of the 
..t^roblem of population in India has been vitiated by political 
bias. On the one hand the Government is inclined to over- 
emphasise the importance of unrestricted multiplication of 
numbers in India, and to use if as a screen for their hopeless 
failure in improving the economic condition of the country, 
while on the other the non-official view is inclined towards 
minimising the dangers of unrestricted increase in population, 
absolving the people and putting all the blame on the shoulders 
of the Government. The student of Indian economic problems 
must endeavour to hold the scales even, and while the official 
cannot be absolved from his hopeless failure in connection with 
the general economic position, the people of India must be 
:.held primarily responsible for their unrestricted multiplication, 
^vhich is undoubtedly an important factor in their sad economic 
plight. On the basis of the actual production of wealth in the 
country, overpopulation may be taken as an established fact ; 
and any decrease in the population would result in a much 
lesser decrease in the production of wealth, and the income 
per head would record, some improvement. Though our 
population has only recently recorded an increase of - nearly 
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34 millions, our weak economic 'position has . been further . \ 
seriously weakened by the sharp fall in agricultural prices, the 
small disease resisting capacity of the people has beeu further 
lowered, and it is not unlikely that widespread epidemics may 
result as a consequence, j 

Remedies for Overpopulation. Different remedies for I 
solving the problem of overpopulation have been put forward. ' 
Among these may be mentioned emigration and inter-provincial 
emigration, a substantial increase in the production of wealth 
by large scale industrialization and an agrarian revolution, and 
birth-control either by means of moral restraint or by the use 
of contraceptives. We shall discuss these remedies in detail. 

Emigration.' Adam Smith remarked long ago that of all 
sorts of luggage man is the most difficult to be transported. 
According to the last Census Report the actual number of 
emigrants during 1921-31 is one million, which means that about 
a hundred thousand persons leave the country each year. The 
annual growth of the population is three' millions and = conse-. 
quently the relief afforded by emigration is infinitesimal. Even 
as it is, the prospects of its continuance on the present scale 
are not reassuring. The two most important countries for 
Indian emigration at present are Cejdon and Ma'la3'^a. In Ceylon 
there is a strong feeling against the Indian emigrant and there 
is no reason to differ from the view of the Census Commis- 
sioner that “the absorption of Indian labour in that countr.v 
has nearl}' reached the saturation point.” In Mala^m from 1931 
to 1932 the total Indian population has been reduced b3’' over 
a hundred thousand, and at present the value of Malaya as a 
field for Indian emigration is practicalh’’ nil. The British 
Dominions are practicalh^ all closed to Indian immigration. ^ 
Incidentally it might be mentioned that according to the World 
Economic Survey, in the years of depression since 1929, emigra- 
tion ever3wvhere has dwindled almost to nothing. In i 93 ^ 

U. S. A., which ordinarily received about 700,000 immigrants 
from Eurojie annually, admitted onh’’ 43,000 immigrant aliens 
and 89,000 aliens left the country. For the first time in modern 
history (apart from the war years) Britain had an inward balance • 
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of 37,000 in 1931 and 50,000 in 1932. In spite of its apparent 
attractiveness, therefore, emigration cannot be regarded as a 
-dependable remedy for over-population in India. 

Iriter-Provincial Migration. The scope' for immigration 
Avithin India is confined to Burma and Assam. There is a 
considerable movement of the population from Madras, Bengal 
and U. P. to Burma, as the indigenous population will not do 
menial work and is willing to pay for those who will do it. 
]\Iadras supplies the major portion of the labour requirements 
of Burma. But the prospects of Indian immigation are not 
very bright as the cry of “Burma for Burmans” is now becoming 
popular, and with the separation of Burma which may be taken 
as certain, it will gather strength. In a memorandum sub- 
mitted to the Parliamentary Select Committee, Sir Samuel Hoare 
made it clear that he considers it necessaiy to arm separated 
Burma with power to regulate the entry of Indians. The 
total number of Indians in Burma at the 1931 Census was a 
little over six hundred thousand. There is considerable scope 
for emigration into Assam as out of 27 million acres available 
for cultivation onlj'- 8 million acres have been brought under the 
plough. Labour for tea-gardens is imported from Bihar and 
Orissa, U. P. and Bengal, The net gain of the province by 
migration was 1,140,752 in 1921 and 1,241,011 in 1931. Owing 
to the depression in the tea industry the volume of immigration 
as not very much on the increase, and the unhealthiness of the 
province due to the prevalence of kala azar, and the absence 
■of facilities for communication, are additional discouraging 
factors. An attractive land colonization policy, however, would 
•stimulate immigration, but the vested interests of the tea 
industr3’' stand in the way, as few people would care to serve as 
•coolies if they were given an opportunity of becoming landed 
proprietors on easy terms. With the completion of the Sukkur 
Barrage, Sindh also can provide scope for some immigrants from 
•other provinces. But the sum total of the relief which inter- 
provincial migration can give is entirely inadequate for 
absorbing our surplus population. 
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Increase in Production of Wealth. It has beeix 
suggested that a large scale industrialization of the country, and 
an agrarian revolution, would multiply the production of wealth 
in the country, and thus solve the problem of our surplus popula- 
tion. We shall consider in detail the question of industries and / 
agriculture in the chapters on these subjects. Here it is only 1 
necessary to observe that a fiUure increase in the production of 
wealth, however rosy, cannot justify the present increase In 
our numbers, which is- nearly 34 millions during the decade 
IQ2I to 31. So far as the immediate future is concerned, we 
have to bear in mind the fact that the gross value of the annual 
agricultural produce was estimated by the Indian Central 
Banking Enquiry Committee in 193^ B.s. 1200 crores on the 
basis of the 1928 price levels. The fall in agricultural prices 
since then is estimated at not less than 50%, and so half the' 
income of the agriculturists (who constitute about three fourths 
of the population) is wiped out. And their cash commitments 
in the shape of taxes, rent, interest, etc. have by no means been 
reduced in the same proportion. For the time being, at any 
rate, agricultural prospects are extremely gloomy, and it is quite 
impossible to justify the increase of numbers on that basis. 
Organized industries in India do not employ a total of more 
than 5 million persons, and it is entirely out of the question 
for our industries to absorb a surplus of 3 million people every 
vear. It may be therefore taken as an established fact that 
agriculture and industry, as they stand at present and in view 
of the prospects in the immediate future, cannot solve the 
problem of surplus population. 

Birth-Control. As the other remedies for overpopulation 
have failed, we may now proceed to discuss the onl}^ remaining 
alternative and that is birth control. If we cannot possibly i 
provide for our fast increasing numbers, we must take steps 
to stop the increase of numbers. Birth-control may be divided 
under two heads ; moral restraint and the use of contracep- 
tives. There can be no question that moral restraint is far and 
away the best. It can be exercised either by postponing the 



THE -PROBEEM OF POPULATION 


57 


age of marriage niitil children can be afforded or by observing 
self-control within the married state. Under the head of ‘'The 
Marriage Rate” we have shown that the Indian marriage rate 
is much heavier than elsewhere and early marriage in India is 
quite the rule. There is undoubtedly very considerable room 
for improvement in this direction, but for the time being, on 
account of the Sarda Act, a temporary reaction has set in and 
the last census report records an appreciable increase in the 
number of early marriages. It is dfficult to say exactly how 
far self-control within the married state is exercised in India, 
but judging from our birth rate it is totally ineffective. It is 
very doubtful whether, in the intimacies of married life, self- 
control can be exercised bj’- the masses of mankind ; and in 
discussing the issue we must face squarely the realities of our 
sexual nature. The problem of population fundamentally 
concerns the masses and self-control is a counsel of perfection 
rvhich can be carried out only by the select few. We endorse 
the view of Mr. Bernard Shaw that, “the .practical question 
for the mass of mankind is not whether the population shall be 
^ kept down or not, but whether it shall be kept down by prevent- 
ing the conception of children or by bringing them into the 
world and then slaughtering them by abortion, exposure, 
starvation, neglect, ill-usage, plague, pestilence and famine, 
battle, murder and sudden death.”* Self-control is not at 
present a practical solution for the problem of overpopulation 
so far as the mass of mankind is concerned. 

Contraception : the Case for it. Contraception is the 
only remaining alternative. It is effective and it has succeeded 
in revolutionizing the birth-rate, and consequently the death 
rate, in Western Europe and America. Public health and the 
expectation of life record a very substantial improvement, and 
the positive checks on the growth of the population have 
largely disappeared. The standard of living has improved and 
while the problem of poverty has not been solved, poverty in 


* The Intelligent Woman’s Guide to Socialism and Capitalism, p. 89. 
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the West and in India exist on altogether different planes and 
there is 'nardly an}" comparison between the two. The average 
unemployed man in England is much better off than the average 
employed man in India. Contraception is only one of the 
factors which have brought about this change but it is an j 
important factor. On an average every healthy human being 
has the capacity to produce a much bigger family than his 
means can permit, and this is specially true in India where the 
average income is very small. If the need foi regulation of 
births be admitted, there is no alternative to contraceptive 
methods, which can also prevent diseased and unhealthy women 
from giving birth to children. Contraception is also effective 
in spacing children properly. 

Contraception : the case against it. The number of 
arguments put forward against the use of contraceptives is' 
large and varied. The militarists generally are against it and 
they argue that a country which takes to contraception will lose 
military power and commit race suicide. It is at least equalty 
valid to say for the other side that the growth of population, 
unemployment and competition for markets lead to war, which 
is inevitable unless the growth of population is deliberately 
restricted. The arg-ument that the use of contraceptives is 
“Unnatural” need not detain us here; for in order to live a 
perfectly natural life man will have to go back to the caves 
and forests. The next argument that the use of contraceptives 
results in local disease and constitutional disorders deserves 
more attention. In this connection it must be made clear that 
from the technical point of view a really satisfactory contiacep- 
tive does not exist ; and the use of a faulty method is undoubt- 
edly harmful. Expert medical advice can remedy this draw- 
back. The aversion to the use of contraceptives is in many cases 
strong and genuine and is a factor to be reckoned with. There 
is also some religious feeling, particularly among the Roman 
Catholics, against contraceptives, but their advocacy of the “safe • 
period”, which is really not safe, is an illogical compromise. 
The strongest moral argument against the use of contraceptives 
is that it will give an impetus to promiscuity and immoral 
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living. The restraint imposed by fear may not be of a high 
, moral order,' yet the end which it serves is, by common 
consent, social^'- desirable. It must be admitted that in 
'-'•'Mintries where a knowledge of contraceptives is wide-spread, 
achieas been an increase in sexual promiscuity. A slight 
- remedy is that knowledge about contraceptives need not be 
broadcast and may be imparted b}'- responsible persons in suit- 
able cases but that is really no solution. Contraception is 
liable to abuse, but there is hardly anything good in the world 
that cannot be turned to evil purpose, and ultimately it has to 
be judged by its use. Again, in the West, contraception is 
practiced in excess by the upper and middle classes and even 
by the skilled working classes. Dissatisfaction with the 
elementary pleasures of life and the craving after artificial 
stimuli and new sensations, have alwa3's been, and probably 
udll alwaj^s remain, the surest way to decadence in a race and 
as such should be combated. The improvident, unskilled 
masses at the bottom of the social edifice, do not practice 
contraception, with the result that the population as a whole 
' ..as a tendency to degenerate, and contraception is dvsgenic 
rather than eugenic in its effect. We do not attach much value 
to the possibilitj'’ of antenatal destruction of genius on account 
of the use of contraceptives. It has been urged that the use 
of contraceptives is be3'-ond the pockets and much be3’-ond the 
intelligence of the vast masses of the Indian people. This is 
a valid objection but it is equall3'- applicable to medical treat- 
ment and education. Some inexpensive, fool-proof method will 
have to be devised before contraception can become popular in 
«iis country, and the state will have to take active measures 
in propagating it. 

' Progress in Birth Control in India. Of late increasing 
^attention is being given to the question of birth control in this 
countr3' and a definite movement towards artificial birth-control 
appears to be taking place. Not only is artificial control 
publicly advocated by a number of medical writers but Madras 
has a Neo-Malthusian Deague with two Maharajas, three High 
Court Judges and four or five men very prominent in public 
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life as its sponsors. It is a happy sign of the times that women 
have come forward and advocated birth-control. The Lucknow 
session of the All-India Women’s Conference held in J?' ^ ' 
1933 passed the following resolution : 

This Conference feels that on account of 
physique of women, high infant mortality and increasing ^ 
poverty of the country, men and women should be 
instructed in methods of birth-control in recognized 
clinics. It calls upon all municipalities and local bodies 
to open such centres and invites the special help of the 
medical authorities towards the .solution of this important 
problem. 

Some important municipalities like Bombay and Karachi have 
discussed the subject which- has evoked the powerful support 
of some influential newspapers. In 1932 the Senate of the 
]\Iadras University accepted a resolution to give “a course of 
instruction in birth-control to all final year students in both 
B.A. Pass and Honours classes in every 'college within 
the jurisdiction of the University.” In October 1933 the 
Government of Madras announced their decision to establik 
birth-control clinics in the Presidency. In the progressive state 
of INIysore birth-control clinics in the four principal hospitals 
have been in existence since 1930. While not minimizing the 
difficulties in the way, we feel that the birth-control movement 
has come to stay and will slowly but steadily make good. Some 
elementarj^ type of birth-control, as for example prolonged 
lactation, prevails in the country ; and while for obvious reasons 
nobodj^ can determine the extent of abortion and infanticide, 
they are b}’- no means absent. But the birth rate indicates that 
their combined effect is negligible, and at present the devastating 
torrent of babies sweeps everything before it. 

Engenic Legislation. It has been justl}'- observed thaU 
while man has succeeded in making revolutionarj’- improvements 
in plants and animals, there has been no corresponding 
improvement in man himself. Two difficulties stand in the 
way : men and women cannot be experimented with like plants 

* C. P. Blacker : Birth Control and the State. 
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and animals ; and secondly, humanity is not agreed as to what 
is the type of man and woman it wants and perhaps is not 
competent to form a sound judgment.'’' While we cannot 
I achieve any positive results, some negative action is possible 
and has been tried particularly in the United States. In the 
state of Nebraska marriage is forbidden to any one suffering 
from a venereal disease and Connectient forbids the marriage 
of epileptics and feeble minded persons. Montana provides for 
the compulsory sterilization of idiots, epileptics and feeble- 
minded and insane persons. In males sterilization can be 
effected by a verj’- minor operation and leaves quite undisturbed 
the sexual function though it destroys the power of reproduc- 
tion. The number of sufferers from insanit}’-, deaf-muteuess, 
blindness and leprosy in India is over a million, and considering 
that marriage is the birth right of every man and woman in 
the country, it would be well worth-while to investigate the 
possibilities of this type of legislation. 

Summary. We shall endeavour to sum up the discussion 
'^of the problem of population which has ranged over a wide 
area. The discussion is based on statistics but the defects of 
Indian vital_ statistics are notorious. The Madras Censxis Report 
refers to the recording of child-birth as a cause of death among 
men. All reports are not as bad as that and the Census Com- 
missioner is of the opinion that taken on the whole “the defect 
in vital statistics is probably to be estimated at about 20%.” 
Usuallj’- people fail to record births and deaths and the actual 
birth and death rates are therefore appreciably higher. India 
is a thickly populated country with a density of 195 persons 
per square mile which is much too high for a predominently 
agricultural country. The highly industrialized continent of 

* As Mr. Bernard Shaw puts it, “Considering that we poisoned 
Socrates, crucified Christ, and burnt Joan of Arc amid popular applause, 
because, after a trial by responsible lawyers and Churchmen, we 
decided that they were too wicked to be allowed to live, we can hardly 
set up to be judges of goodness or to have any sincere liking for it.” 
Guide to Socialism, p. 54. It might be added that their modern pro- 
totypes are also treated more or less similarly. 
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Tiurope has a density of 127. Among the Indian provinces 
Bengal has the highest density of 646 and as Bengal too is 
predominently agi'icultural, it means abject poverty for the 
province. The vast majority of the people, that is to say 89%, 
live in rural areas and only 11% live in the towns. The 


statistics of unemployment in the country are not available, but 
the fact that the proportion of workers to dependents ha^ been 
steadily falling from 47:5.'^ in iqii, to 46:54 in IQ21, and to 
44:56 in 1931, clearly indicates that unemployment in the 
country is steadily increasing ; and this is in addition to the 
fact that our vast agricultural population is unemplo3’ed for more 
than half the year. The percentage of our population who 
exist (one can hardly call it living) on agi'iculture, huge as it 
is, is still increasing ; and the percentage of our population who 
live on industry, small as it is, is still decreasing. The number 
of agiicultural labourers per 1000 cultivators has increased from 


291 in 1921 to 407 in 1931, and this is the most remarkable 
change in occupation recorded by the last census report. TIk < 
age pyramid in India has the broadest base, and children under\ 
ten constitute 28% of our population, which is the highest 
percentage anywhere. The percentage of our working or 
e ec ive population is much lower than elsewhere. The propor- 

Wdif fT" '"a P^P^l^tion has been 

y falling, and the proportion of widows in the total female 
population also registers a decline • 1 ^ ^ ^ temale 

among females throughout the r” 0.I « 
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and for Bengal the figure is 78. People following the 

profession of religion and those who live on their incomes 
have ■ the largest number of children. The fecundity of girls 
married at ages below 20 is smaller than that of girls married 
at ages above 20 ; and tlie survival rate of the children of the 
former is much less than that of children of the latter. Of the 
female unmarried population 91 per cent, is below the age of 
15. Fecundity is at the sacrifice of longevity. Emigration 
and inter-provincial, migration hold out no prospects of relief 
for our surplus population, and neither is there anj’- prospect 
of a rapid increase in our production of wealth in the near 
future. At present owing to a catastrophic fall in prices the 
income from agriculture has gone down very substantially. 
While the population is increasing rapidl}’', there is no 
corresponding increase in the area under cultivation, as 
practically the whole of the cultivable area is already under 
cultivation. Three-fourths of the agricultural population is 
in possession of uneconomic holdings. The percentage of the 
^ population engaged in industries has been steadily declining 
since 1901, and industries cannot possibly absorb a surplus 
population at the rate of about 3 millions each year. No rise 
in the present low standard of living is possible unless the 
population stops growing. There is no alternative to the use 
of contraceptives of which a beginning, however small, has 
been made. 

Conclusion. Our study of the problem of population 
reveals the tragic situation of the Indian people. The out- 
standing fact is that a very large proportion of our people are 
beset with poverty of a kind which finds no parallel in western 
lands, and are living on the very margin of subsistence. There 
. is hardly any possibility of a substantial improvement in their 
condition in the near future, and yet their numbers are growing 
. at a \'ery rapid rate, and the increase of 10.6 per cent recorded 
during 1921-31 may be regarded as normal, in the sense that 
there was no great calamity to check the growth of the popula- 
tion. Preventive checks are non-existent and positive checks 
inevitably take their place. The standard of living is danger- 
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ously low and it is extraordinar}^ how such large numbers 
manage to exist. The vast majorit}^ of the people in India are 
never far removed from the danger of starvation. The 
quality of the population is naturally very poor, and as Herbert 
Spencer said long ago, organisms multiply in inverse ratio to 
the dignity and worth of individual life. We have exhaustively 
discussed all the possibilities for relieving our surplus popula- 
tion, and have come to the conclusion that the use of contra- 
ceptives is the only possible solution. We, consider contracep- 
tion not as an ideal remedy but as a necessary and unavoidable 
evil. A beginning, however small, has been made.' We fully 
realize that contraception at present affects only a small frac- 
tion of the educated classes, who constitute a microscopic 
minority in the countiw. The real issue is about 'the ri’of; and 
the labouring classes for whom the problem is most acute. The 
illiteracy, poverty, conservatism and lack of intelligence of the 
rvoi, and a complete lack of organization for reaching him, are 
all major factors to be reckoned with, and their importance can 
hardly be exaggerated. But this is the only possible line of 
advance and must be pursued at all costs. The educated classes 
are a microscopic minority, but they weild a moral influence out 
of all proportion to their numbers. And if they are familiarized 
with the use of contraceptives their example may percolate 
down. The progress of industrialization and the inevitable 
change in the mentality of the people will undoubtedly be help- 
ful in this connection. The example of other countries shows 
that the use of contraceptive methods, once it has had a .start, 
has spread very rapidb* ; and we venture to hope_ that the same 
will be the case in India, where at present the people are going 
through a mad dance of birth, marriage, procreation, poverty, 
sickness and death, each quickly succeeding the other, and 
one ,generation treading on the heals of another. Whatever 
increase there can be in the production of wealth is urgently 
needed for improving the extremely low standard of living, and 
not for adding to the numbers of emaciated and hungry millions. 
It is about time that we diverted our energies from increasing 
the numbers of the population to improving its qualitj . 



CHAPTER IV. 


THE ECONOMIC TRANSITION IN INDIA. 

- The Importance of the Industrial Revolution. The 

industrial revolution wliicli started in England in the eighteenth 
century is by far the most important event in the economic 
history of the modem world. In industry the invention of 
machinerj’' run bj’- power steadiE’- displaced handicrafts and 
brought into existence the modern factory system and a large 
scale urbanization of the population ; in agriculture the waste- 
ful mediaeval system of common-field husbandry gave way to 
the enclosure of land and the rotation of crops ; in transport 
the atrodious character of the English roads in the seventeenth 
and early eighteenth centur3’’, to which every contemporary 
i'Jraveller bears idignant witness, was transformed by the turn- 
pike roads and the navigable canals, which were followed in 
course of time by the steamship and the railway ; in economic 
policy the detailed state regulations about the economic life 
of the people were displaced by the adoption of the policy of 
laissez faire which hastened the pace of the industrial revolu- 
tion. The consequences of the industrial revolution were far 
reaching. The increase in the production of wealth was 
tremendous ; there was a vast extension of trade, both internal 
and external ; the population increased very rapidly ; a very 
considerable number of people shifted from the rural areas in 
the south to the newly developed industrial cities in the north ; 
]ithe poEtical power in the country gradually changed hands 
‘ from the landed magnates to the industrial leaders ; the domestic 
system was supplanted by the factory with its inevitable 
emergence of the capitaHst and the wage earner and the clash 
between the two ; and the yoemanry gave way to the capitalist 
tenant farmer and the landless labourer. In short the whole 
social and economic basis of society was completely transformed. 


5 
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The Industrial Revolution as the basis of the economic 
classification of different countries. Until the advent of the 
industrial revolution in England in the eighteenth centurj’- 
economic conditions in the different civilized countries of thf - 
world were more or less identical and there was no fundamental 
difference, for example, in the economic organization of India 
and England. But, as we have already pointed out, in a countrj’- 
which has gone through the industrial revolution the social and 
economic basis of society is completely transformed, and the 
industrial revolution fonns the basis of the economic classifica- 
tion of different countries. "For the purpose of a rough classi- 
fication, the nations of the civilized world maj’- be divided into 
two broad categories : those which have not and those which 
have passed through their industrial revolution. India, 
China, Egj'pt and some countries of Eastern Europe are among 
those which have not passed through their industrial revolu- 
tion ; England, France, Germany, U. S. A. and Japan are 
among those which have passed through their industrial revolu- 
tion. This is, however, onlj’- a rough classification, for lher<i', 
is no sharp line of demarcation between the two categories,' •' 
and most of the countries in the first category tend to pass into 
the second. India is in a stage of economic transition from 
the old order into the new, and while she yet belongs to the 
old economic t3'pe, signs are not wanting that the foundations 
of the new order are being slowly but surely laid down. 

The Characteristics of the Old and the New Economic 
Orders. The characteristic feature of the old economic order 
is the preponderence of agriculture over all other occupations 
put together and the consequent preponderence of the rural 
over the urban population. The village is the economic unit • 
which is more or less self-sufficient as the means of transport/^ 
and communication are primitive. The division of labour in > 
the village is naturally very simple and elementary as the 
market is very small ; and custom and status predominate over 
competition and contract. Barter generally prevails and money 

* Economic Transition in India b}' Sir T. Morrison, P. i 
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economy is not very conspicuous. Industry is carried on by 
means of handicrafts and the artisan works indepenently by 
himself without the intervention of the middleman or the entre- 
preneur. Credit is undeveloped and usury prevails. The 
•Vcharacteristics of the new economic order on the other hand 
present a sharp' contrast. The population is evenly distributed 
among a number of occupations and agriculture occupies rela- 
tively a much less important position. The urban population 
grows at the expense of tlie rural population. The means 
of transport and communication are highly developed and there 
is a close inter-dependence between the different parts of the 
country and the world. The division of labour is far more 
complex and production is carried on by means of machiner}’ 
and power. Industry is organized on a large scale with its vast 
capital resources, expert organizers, large factories and manu- 
facturing centres. Custom and status are displaced b}’' un- 
restricted competition and freedom of contract. Barter is 
f^n HTPly displaced b5^ money economy and banking and credit 
liighly developed. India is in a state of transition from 
old order to the nev^r and presents some of the characteristic 
features of both. On the one hand the vast majority of our 
people live in rural areas and support tliemselves by agriculture 
—typical features of the old order ; on the other hand we have 
the modern means of transport and communication like the 
railway, the steamship, the motor car and the motor bus, the 
airoplane, the telegraph, the telephone and the wireless and 
such absolutely modern industrial enterprises as the Tata Iron 
and Steel Works, the coal mines, the jute mills, the hydro 
electric works, the cotton mills, the leather works and several 
others. We seem to belong to all the centuries and are going 
.forward in uneven stages. But as yet we belong predominently 
TO the old order while the trend of development is towards the 
new order. 

The Old Economic Order in India. The centre of 
gravity in the old economic order is the village as the bulk 
of the people live there and agriculture is the main occupation. 
In our study of the old economic order in India we must there- 


" tne 
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fore concentrate on the village. Since times immemorial the , 
Indian village had been a self-sufficient unit ; and as the means i 
of communication were very poor, there was hardly any trade / 
between the village and the outside world and there was very { 
little connection either. The majority of the villagers neverj^ 
\\-ent further than a few miles from the village, and a visitor to 
the village from the outside world was an event of rare occur- 
rence. Except for the payment of the land revenue, the central 
authority left the villagers to their own devices ; and the 
villagers enjoyed a very substantial measure of self-government. 
The determining factor about the connection betu’een the • 
village and the outside world is the means of communication ; 
and until comparatively recently, the difficulties of transport 
were such that centralized administration was impossible and 
the village was necessarily an isolated little unit, which enjoyed 
a great measure of self-government, both under an autocratic',^ 
tyrant and a benevolent ruler. And when in addition to the ' 
difficulties of transport, we bear in mind the tremendous force- 
of custom in the life of the people, we can realize how the lif^ 
of the village ran its even course almost entirely unaffected by 
what happened in the outside world. It is probable that the 
great events in Indian history, such as the invasions of Mohamed 
Ghaznaii and IMohamed Ghori, Nadir Shah and Ahmed Shah 
Abdali, to which the historian attaches the highest importance, 
were first heard of b}^ our villager long after the invader had 
returned home or was lying in his grave. These invasions 
affected only a fringe of the people which came in direct contact 
with the invading army ; the rest were almost entirelj’’ un- 
affected. And if the invader settled down and ruled the country, 
it made little difference to our villager whose land revenue 
was generally governed by custom ; and for the rest he had little 
or no contact with the central authority . Sir Charles Metcalf; 
has given us an excellent description of the Indian village under 
the old order : “The village communities are little republics 
having nearly everything they want within themselves ; and 
almost independent of foreign relations. They seem to last 
where nothing else lasts. This union of the village communi- 
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* ties, each one forming a separate little^ state in itself 

is in a high degree conducive to their happiness, , and to the 
j •enjo3’’ment of a great portion of freedom and independence,” 

It is the stability of the village ivhich explains wlij”^ the catas- 
" i^ophic political changes did comparatively verj^ little damage 
, ■ to the countrj'' and enabled it to recuperate in a very short 
j time. And it is the soundness of the village organization which 
I IS the root of the old economic order in India. 

! ' The Village Organization Under the Old World. The 

f ^ 

typical Indian village is an aggregate of cultivated holdings, 
in old times with some waste land ir.variabh'’ attached to it 
•which provided both for fuel and pasture, and a central site 
, for dwelling houses. Tiie latter is a t.vpical feature of the 
I Indian village and instead of living on their fanns, the 
I villagers live together for the sake of security, for the sake of 
' -drinking water from the village well and for some other reasons. 

■ ‘The inhabitants of the village may be divided into the agricul- 

■ turists, the village officers and the artisans and the menials ; 
■■^d the ’agriculturists may be further sub-divided into land- 
' owners and tenants. The open field system, without any 

enclosures, is the prevailing method of cultivation and agricul- 
ture is generally financed by the village sorocar. After the 
payment of taxes and the interest on loans, if any, the bulk 
of the agricultural produce' is consumed by the cultivator and 
the balance is taken over to the nearest market and exchanged 
for salt and other commodities which are not produced in the 
village. Each village has its own set of officers. The paid 
or headman is a man of great importance in rayaiwaH villages. 
He is a hereditary officer and his duties comprise the main- 
^.tenance of peace and order, the collection of revenue and the ^ 
'^ercise of petty magisterial jurisdiction. He holds a plot of 
land by way of remuneration for his services. Next there is 
fhe village accountant called the patwat! or k’ulhavai who kee]).s 
•the village records and accounts. And the rear is brought up 
bj' the watchman or diouhidar and the village messenger. 
Besides these village officers, each village has a pavchayai or 
a body of idllage elders whose duty it is to settle all disputes 
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and look after the general welfare of the village. Before the 
centralized British administration sapped its •■vitality, the 
pancha-yat was an efficient and living institution which held 
the village together and through which the village^' enjoyed a 
substantial measure of self-government. Besides the agricu% 
turists and the officers each village had its own set of artisans- 
and menials such as a carpenter, a blacksmith, a washerman, 
a goldsmith, a potter, a cobbler, a shopkeeper, an oilman, a 
barbar-surgeon and so on. The village also had its religious 
man and the money lender. The artisans were the servants of 
the village and their occupation was hereditary in character. 
They looked after the. needs of all the villagers who onljr 
provided the necessary materials. They were rarely paid by 
the job and their labour was usually rewarded by an allowance 
of grain at the harvest time. Only an artisan like the weaver, 
whose services were occasionally required, was paid by the job. 
We have already discussed the self-sufficient and isolated- 
character of the village which was due to lack of means of com- 
munication. In normal times this isolation did not advers^w 
affect the village because of its self-sufficiency ; but in times 
of scarcity and famine the difficulties of transport over evea 
comparatively short distances exposed the village to the 
horrors of starvation. The village grain-stores, however, 
insured the people against scarcity prowded it w^as of 
moderate duration. In a self-sufficient and isolated little com- 
munity the need for monej’’ is rarely felt, and the comparative 
absence of money econom^^ was, until recently, another out- 
standing feature of the village economy. Grain was generally 
both the medium of exchange and the standard of value. It 
goes without saying that the village people were very conserva- 
tive and custom and status rather than competition and contract 
governed their lives. Rent, wages and prices were all deter^ 
mined on the customary basis, except in very abnormal years 
of great scarcity. 

Towns under the Old Order. The origin of most of 
the towns under the old order may be traced to the following 
reasons : they were places of pilgrimage like Benares, Allahabad, 
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Gaya, Nasik and Puri ; they were imperial or provincial capitals 
like Agra, Delhi, Lucknow, Lahore, Poona, Golcanda and 
Bijapur ; and they were ' commercial centres owing to their 
favourable position along trade routes like Mirzapur, Bangalore 
. and Hubli. The percentage of the total population living in 
the towns cannot be accurately determined owing to lack of 
statistics, but it is roughly estimated at about 10 per cent, which 
compares favourably with the urban population in most of the 
European countries at that period. Contemporary writers, both 
Indian and foreign, have given us a vivid description of a large 
number of thickly populated towns which leads us to the con- 
clusion that in the eighteenth century India had at least a dozen 
towns which were equal in size and population, and in some 
cases were distinctly larger, wealthier, and more thickly popu- 
lated than the biggest tovms in Europe. Trade and industry 
also were more highly developed than in any European country, 
and. in this connection we must bear in mind the fact that the 
various European companies which came to trade with India 
^ came to buy manufactured goods and not raw materials, and the 
sale of foreign manufactured goods in India was comparatively 
negligible. In roughly estimating the number of people 
engaged in industry, we must remember that in addition to the 
urban population engaged in industrial pursuits there was a 
very considerable number of the rural population engaged like- 
wise, and the total population supported by industry has been 
estimated at about 40 per cent. On the other hand the total 
population supported by trade, industry and transport, accord- 
ing to the last census report, was only i6‘6 per cent. Life in the 
towns was naturally very different from life in the rural areas. 
Food was imported from the neighbouring villages. Barter was 
replaced by money economy. Trade and industry were much 
' better organized and there was a greater variety of occupations. 
The extensive use of himdies or bills drawn by one banker on 
another shows that trade and credit were well organized and we 
know that money was by this means transferred from one 
account to another all over India. The foreign merchants were 
struck by the skill of the Indian bankers who surpassed their 
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highest standards ; “The Jews are scarcely fit to be apprenticed 
to the money changers in India. The great commercial 
houses dealt not only in money but in goods as well and there 
were well-established firms which dealt on a large scale over 
extensive areas. And considering the difficulties of transport, 
it shows that the commercial skill of the people was of a 
high order. 

Industries under the Old Economic Order. We have 
already discussed rural industry in India under the old economic 
order ; and in addition to this rural industry, which supplied 
the needs of the villagers, there was a highly developed urban 
industry which produced various kinds of goods of exquisite 
workmanship for which India was famous from the earliest 
times. Eg3’pti^iE mummies dating from 2000 B. C. have been 
found wrapped in Indian, muslin of the finest quality which 
was known to the Greeks as the Gangetika, and Rome con- 
sumed verj’ considerable quantities of Indian manufactures. 
While the cotton textiles constituted the staple industry of the 
county' which found an extensive market over the greater part’ 
of the world, the silk manufactures, the woolen shawls, and the 
sandlewood boxes were equalty well known. That the iron 
industry' was as highly developed as the cotton and other indus- 
tries is proved Iw the fact that all through the Christian era, 
and even before, Indian steel was in demand in the Near 
Eastern and European countries, and that it “found once con- 
siderab-le demand for cutlerj' even in England.”! Some idea 
of the superiority of the Indian iron manufacturers’ tech- 
nique may be obtained from the fact that the produc- 
tion of such stupendous structures as the iron pillars of Delhi 
and Dhar and the iron beams supporting the roof of the temple 
at Kanarak in Southern India — ^^vhich were set up more than 
1200 years ago — ^ivould have been, until about the middle of 
the last centuiy, an impossibility even in the largest foundry 
in Europe. A little more than a century ago Indian ship- 


Moreland ; India at the Death of Akbar, p. 
t Ranade’s Essays on Indian Economics^ P. 160. 
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building was in such an advanced condition that it excited the 
jealousy of! British shipping and political power had to be use 
to put down the Indian rival.=^= The present industrial back- 
wardness of the country is responsible for the popular delusion 
Uhat industrial backwardness has been a chronic feature of 
Indian history but nothing could be further from the trut . 
The Industrial Commission Report rightly begins as follows : 

At a time when the west of Europe, the birthplace 
of the modem industrial system, was inhabited by un- 
civilized tribes, India was famous for the wealth of her 
rulers and for the high artistic skill of her craftsmen. 
And even at a much later period, when merchant 
adve’nturers from the West made their first appearance in 
India, the industrial development of this country was, at 
any rate, not inferior to that of the more advanced 

Etiropean nations.'*’ ^ 

We venture to add that a comparative study of the indus- 
tries in Western Europe and India, about the time vdien the 
\ merchant adventurers from the west first came to India gives 
'^mple justification for the statement that industry in India was 
distinctly more advanced than in Europe ; and our Present 
industrial baclcwardness need not make us apologetic or halt 
hearted in assessing the previous industrial achievements of the 
country wHch constitute a brilliant record from the earliest 
times right down to the eighteenth century. In this connec- 
tion we may repeat that the various European trading companies 
came to India primarily to buy Indian manufactures for which 
there was a very keen demand. The organization of the Indian 
industry was not unlike the European guild system founded on 
the basis of caste which pursued its hereditary occupation, 
V There was a good deal of division of labour and a certain amount 
localization of industry. For example the famous woollen 
shawls were produced in Kashmir, Amritsar and Ludhiana ; 
silk textiles were manufactured at Murshidabad, Maldah an 

251 : Pandit Malaviya’s 


* Industrial Commission’s Report, P. 
IMinute of Dissent; 

* The hidnstrial Commission Report, P. 6. 
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a large export trade in raw cotton and in 1931-32 it amounted 
to 424,400 tons valued at Rs. 23.51 crores which is the lowest 
■ record. There has been a tremendous fall both in the quantity 
and value of the cotton owing to the severe depression. In 
^jecent years the highest quantity exported was 749^,000 tons in 
I 1925-26 valued at Rs. 95.25 crores. Before the depression the 
normal exports were between 6 and 7 hundred thousand tons 
valued at oyer Rs. 60 crores. The principal cotton provinces in 
India are Bombay, Central Provinces and Berar, Hyderabad, 
Punjab, Madras and Central India States. India stands next 
only to the United States in the area under cotton and its total 
outurn. Most of the Indian cotton produced is short staple and 
comparatively coarse and is not suitable for the manufacture of 
cloth of higher counts. The chief consumers of Indian cotton 
are Japan and the continent in Europe, though recently the 
British demand has registered an increase ; but Japan is far and 
away India’s best customer. The yield of cotton per acre in 
India is very low, being only between 75 and 100 lbs. of lint 
)tj^cotton, as compared to 180 lbs. in U- S. A. and 300 to 400 
^ lbs. in Egypt. The Agricultural Departments have been 
endeavouring to improve the quality and the yield of cotton and 
the Egyptian and American cottons have been successfully in- 
troduced in Sind. With the completion of the Dlyod Barrage 
irrigation project the area under such cotton cultivation is 
expected to increase substantially. The Cambodia cotton has 
been successfully introduced into Madras and there has been a 
great improvement during recent years in the production of 
medium staple cotton. Recent tests have shown that certain 
varieties .of Indian cotton can be used for spinning yams of 
higher count. The Indian Central Cotton Committee was formed 
'1 in 1921 and the East India Cotton Trade Association was formed 
^in 1922, in accordance w'ith the recommendations of Indian 
Cotton Committee which was appointed by Government of India 
to examine, the possibilities of increasing the supply of ^ long 
staple cotton in India, to suggest improvements in the existing 
methods of ginning and marketing, and to make recommenda- 
tions in regard to the prevention of adulteration, damping and 
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less had to do it. And the little European patronage that 
was forthcoming demanded cheap goods and ornamental knick- 
knacks and souvenirs of a European pattern and had disastrous 
results on the industrji- in extensive adulteration, hasty work- 
L manship and poor taste. It is a suggestive fact that the handi- 
crafts were quite flourishing in many of the native states while 
they were dying out rapidly in the British territorJ^* The 
foreign rule did not support the authority of the guilds and 
other bodies which regulated the handicrafts and so led to a 
further decline. With the disarming of the population the 
various armament industries received a heavy blow. But above 
all the greatest harm done by foreign rule to the Indian industry 
was the deliberate policy of the East India Company and the 
British Parliament to discourage Indian manufactures in the 
early .years of British rule in order to encourage the rising manu- 
factures of England. As. Mr. R. C. Duttf has pointed out, it 
was their fixed policy to make India subservient to the indus- 
tries of Great Britain and to make the Indian people grow raw 
^ produce only, in order to supply material for the looms and 
manufactories of Great Britain ; and this policy was pursued 
with unwavering resolution and fatal success. And it stands 
to reason that in pursuit of the prevailing mercantile policy, 
Britain was not likely to treat India, which had come into its 
possession, with greater consideration than she extended to her 
owm colonists in America. 

B. The Consequences of the Industrial Revolution in 
England on Indian Industry. While not underestimating the 
importance of foreign rule in the decline of Indian industry, 
it must be admitted that the industrial revolution in England, 
with its cheap machine made goods, played no less an important 
part. It is an interesting fact, to which perhaps sufficient 
attention has not been given, that the British conquest of India 
and the inudstrial revolution in England more or less coincided ; 
and the great amount of capital, necessary for financing the 


Industrial Evolution in India by D. R. Gadgil, P. 41. 
t Economic. History of India, Early British Rule by R. C. Dutt, P. 8. 
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industrial revolution, was provided b}'- the ceaseless flow of the- 
accumulated stores of specie from India to England after the 
battle of Plassey. This coincidence of British conquest of India 
and the industrial revolution in England was fatal to Indian 
industry. The mercantile policy which was vigorously pursued 
by the British Government was powerfully supplemented by' 
the cheap, machine made British products which steadily wiped 
out the handicrafts. A tremendous revolution was brought 
about in the industrial position of the country : from a leading 
industrial nation India became an almost exclusively agrictul- 
tural country. There is hardly and parallel for such a revolution 
in the economic history of the world. The decay of industry and 
progressive ruralization have gone hand in hand so that while 
the number of people supported by industry are decreasing, 
those who eke out some kind of existence from agriculture are 
still increasing. Indian textiles, shipbuilding, iron, glass and 
paper industries— all registered a steady, continuous and 
uniform decline. The last straw on the back of the Indian 
industrial camel was iirovided by Eord Dalhousie and his^ 
scheme of extensive railway construction : British trade and ' 
industry were further stimulated and they expedited the ruin 
of the Indian artisan even in the village. Far from lending a 
helping hand to the artisan in his terrible distress the govern- 
ment pursued either a strict policy of laissaiz faire or went out 
of its wa}’- to help the British manufacturer. The imposing 
figures of foreign trade ere the result of the ruin of internal 
trade and industr3^ It is very likely that under any circums- 
tances the handicrafts would not have survived against the 
formidable competition of gigantic machinerj’^, complex division 
of labour, large scale production and modern means of 
transport. But while the struggle would have been difficult 
in any case, foreign rule in India made it impossible and under 
the circumstances the swift and almost complete collapse of the 
handicrafts was inevitable. 

The Contrast between the result of the Industrial 
Revolution in England and India. The industrial revo- 
lution was responsible for the ruin of the artisan both 
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in England and India. In England too the transition from 
the domestic industry to the factory meant much dislocation 
and considerable suffering for the handicraftsman. But there 
was one fundamental difference. In England the new factories 
.. and the industrial progress created a great demand for labour 
and after. a sharp but comparatively brief struggle the artisan 
migrated to the new towns and joined the increasing ranks of 
industrial labour for which there were many openings. In 
India the artisan whose market had been captured by machine 
made goods had no opening left open to him, as the goods 
were made by machines outside India and he was faced with 
blank despair. There were no modern factories in the country 
to absorb him and because he could not do anything else he 
turned to agriculture. But there was no room for him even 
there. More than half a century ago, the Famine Commission 
of iSSo reported that the numbers dependent for their livelihood 
on the land were far more than necessary for carrying oh 
agricultural operation, and that the land could not support such 
,s^an excessive number. But since then the problem has become 
far more acute and the progressive increase of the numbers 
dependent on agriculture for tlieir livelihood (simply because they 
cannot find anything else to do) is our most difficult and 
fundamental economic problem. The percentage of the popula- 
tion supported by agriculture was 6i% in 1S91, 66% in igor, 
71% in 1911, and 72’S% in 1921. The figure for 1931 is vitiated 
by classif5dng women of agricultural families under domestic 
service and by a huge increase in miscellaneous occupations 
which leaves the whole position very obscure. But since the 
percentage of the population supported by industry has been 
slightly decreasing and there is no perceptible increase in any 
^ specific- occupation, we are of opinion that the tendency for a 
larger percentage of the population to eke out some kind of 
livelihood from agriculture is still continuing. These increasing 
percentages are sufficiently alarming, but when in addition we 
bear in mind the huge increase in the population, the real posi- 
tion becomes much worse and seems to verge on a catastrophe. 
Behind the camouflage of increasing numbers engaged in getting 
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some kind of livelihood from agriculture, we have the plain 
fact that there is chronic unemplo3unent on a vast and unprece- 
dented scale in compaidson to which the unemplo 3 ’'ment in 
Europe and America pales into insignificance. The English 
artisan who was displaced b3'' the machine turned to a factor3’’ ; 
the Indian artisan had to turn to agriculture in which there 
was no room for him ; in other words, his contribution to the 
production of wealth in the countr3^ was almost negligible. 
This is the fundamental difference between the results of the 
industrial revolution in England and in India on the position of 
■the artisan. And it goes without sa3’-ing that as a result of the 
industrial revolution there was a tremendous increase in the 
wealth and prosperit3' of England, while there was a corres- 
ponding increase in the povert3’-, unemplo3unent and suffering 
in India. 

The Village in Transition. The Causes. We have dis- 
cussed the organization of the village under the old order and 
now we proceed to stud3’ the change from the old order to the 
present transitional stage. The causes of this change nia3’’ be^ 
briefl3' summarized under the heads of transport, administrative 
centralization and the growth of individualism. Obwoush* the 
change in transport brought about b3’ the construction of a net- 
work of railways and roads is b3' far the most important. It 
has destro3'ed the self-sufficient and isolated character of the 
village and has linked it up with the countr3' at large and even 
the world. It has brought about a tremendous change from 
the village market to an international market and the extent of 
the change is onh- equalled b3' its rapidit3'. It has made 
possible the British polic3' of administrative centralization 
whicli has destro3'ed village autononu'. The district and taluka 
boards which are British creations have proved in practice to . 
be poor, lifeless ,and ineffective substitutes for the village 
autonom3’’ wliich functioned admirabh'. And the growth of 
indiwdualism, which is a characteristic feature of western life 
and philosoph3q has been another factor which has contributed 
its share to the disintegration of the village communit3". 
Individual rights have grown in eveiy direction at the expense 
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of' the corporate life in the village which had been already 
-weakened as a result of centralized administration. Without 
the fesusitation of village self-government, any comprehensive 
scheme of rural reconstruction is inconceivable ; but the task 
by no means an easy one. The tradition of village self- 
government has been broken for about a century and the \dllage 
economy which has undergone a revolutionarj’- change has to 
be reconstructed on a new and Harmonious basis. 

The Village in Transition : I. The Effects on Agriculture. 
The most remarkable feature of the village in transition is the 
destruction of its isolated and self-sufScient character. The 
village now imports from outside a variety of articles such as 
cloth, kerosine oil, umbrellas, mirrors, bangles, drugs, scissors, 
tea, sugar, matches and on. And naturally the village exports 
a part of its raw produce which it grows for the out- 
side market. The nature of famine has been transformed. 
The modern famine, unlike the old famine, means a famine 
of money and purchasing power and a rise in prices and not a 
'^carcity of foodstuffs. The old village grain store has practically 
disappeared. The linldng up of the milage with the outside 
world has further resulted in the displacement of barter by 
money economy. Besides the village population is no longer 
as stable and immobile as it used to be. The modern means of 
transport have made it' easy for the villager to shift to the 
town and his present day economy makes it necessar}”- for him 
to supplement his income by working in the town. But wuth 
all these revolutionary changes going on in the village, there 
has been no fundamental improvement in the organization of 
agriculture, and if anything, owing to increased fragmentation 
and subdivision, the organization has become more primitive, 
l The pressure on land is infinitely greater than before as, 
"^besides the substantial increase in population, the artisan, who 
was driven out of industry by the competition of ' British 
machine made goods, has no other alternative except to fall 
back on agriculture. ■ The commercialization of agriculture 
came into prominence in the cotton boom during the American 
Civil War and was inevitable when the village was linked up 
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ivitli the world ; and in the canal irrigated areas in the Punjab 
there is a tendency to substitute commercial for subsistence • 
husbandry. There is also a specialization of particular crops 
in different parts of the country as for example jute in Bengal, 
wheat in the Punjab, cotton in Bombay and Behar and oil-seeds ^ ' 
in the Central Provinces. The rise and growth of the class 
of landless labourers is another sign of the village in transition. 
Not very long ago a landless abonrer was rare but according 
to the census report in 1921 there were 291 such labourers to 
every 1,000 cultivators and in 1931 their number had increased 
to 407. This is a revolutionaiy change and the dispossession 
of the old peasantry by the money lender is going on apace. 

It looks like the beginning of an agrarian revolution. 

II. The Effects on Handicrafts, The change in the 
village crafts brought about by the transitional condition of 
the village has not been of a revolutionary character. The 
carpenter, the blacksmith, the washerman, the barber and the 
potter ha^•e still a well-recognized position in the village 
society but custom now plays a less important part than it did 4^ 
before. Payment by job rather than for the year is coming 
into practice and the wllage artisan is ready to migrate if an 
opportunit}' for improving his prospects is available. On 
account of cheap and easy transport the villager is now no 
longer entirely dependent on the local artisan who has been 
severel}’ hit by the competition of cheap machine made goods. 
There is a tendenc}* among certain artisans like the weaver and 
the goldsmith to concentrate in the larger villages or the towns. 

It is yet a transitional stage and all the artisans have not been 
equally affected. Handspinning has been the worst sufferer 
and the competition of aniline 'dyes has hit the village d,yer 
pretty hard. The weaver has also suffered on account of the ^ 
competition of machine made goods, both Indian and foieign, 
but hand weaving is by no means yet extinct in India and it 
has been estimated that there are still some millions of weavers 
in the country. The blacksmith and the carpenter have been 
rather adversely affected by the growing use of cheap machine- 
made tools. Again, the import of kerosine oil hits the village 
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oilman. Some of the artisans have partly adapted themselves 
to the new conditions ; for example, the weaver uses mill-made 
yarn and in -some cases the fly-shuttle ; the tailor uses a sewing 
machine and the smith imports ready made iron and tin sheets. 
' ’^But gradually some of the village artisans are being forced to 
' join the ranks -of agricultural labourers and rural industry 
registers a decline. Those of the artisans who stick to their 
, hereditary occupation are generally in a desperate position and 
' in times of scarcity and distress they are the first to flock to 
I the public relief works. In the present day organization of life 
in the village, status and custom are being steadilj'^ displaced 
by contract and competition and this is equally true with regard 
to rent, wages, interest and profits. With its closer contact 
with the outside world it was hardl};- to be expected that the 
village could maintain its traditional organization. 


The Beginnings of Modem Industry. In the preceding 
pages we have endeavoured to indicate the flourishing condi- 
tion of Indian industry upto the eighteenth century and its 
!l^-apid decline owing to foreign rule and the competition of 
machine made goods. This decline gathered steady momentum 
during the greater part of the nineteenth century until the 
country was almost reduced to the condition of a purely 
agricultural country. About 1875 we had touched the 
industrial rock bottom and since then a change has occured 
very slowly indeed and almost imperceptibly. As Justice 
Ranade has pointed out, “Things were as bad as they could 
be about 1S70-5 ; since then the_^tide has turned, and India has 
shown signs of revival which mark its first step in the transi- 
tion from a purely agricultural country into a partly manu- 
facturing and trading country.”* The beginning of modern 
^dustiy in India was made with the plantation industries such 
as" tea, cofliee and indigo which from the beginning have been 
in European hands and mark the starting point in the 
European exploitation of India’s natural resources. The 
removal of restrictions on European settlement in India by the 


* Ranade’s Essays, p. 103. 
6 
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Charter Act of 1833 stimulated the flow of British capital and 
enterprise into India and this movement became specially 
pronounced during the sixties. The example of the British 
entrepreneur had a stimulating effect on Indian business 
circles, more specially in Bombay where the foundation of j 
modern industrj’- under Indian control was laid. About the 
middle of the last century modern factories were built in the 
countiy, and the cotton industry in Bombay under Indian con- 
trol and the jute industry in Calcutta under European control 
were the two outstanding examples. And the industrial revolu- 
tion gradually spread to some other industries. We shall 
discuss the various industries in detail at a later stage. But it 
is necessary to point out here one extraordinary feature of the 
industrial revolution in India. While in other countries the 
industrial revolution started with the iron and coal industries, 
which supplied machinery and power, in India it started by 
purchasing ready made machines from other countries and even 
coal in some cases had to be imported from outside. The 
industrial revolution in this countrj'’ has started with its taiV 
end in front and it is not surprising that its foundations are wea , 
and unsound. The splendid enterprise of the late Jamshedji Tata' 
has succeeded to some extent in repairing the mischief, but the 
undeveloped condition of our basic industries has undoubtedly 
been a serious obstacle in the way' of the general development 
of industries. But apart from its slow and uneven progress, 
the bulk of our industry is controlled by foreign capital and 
enterprise, which have created powerful vested interests 
antagonistic to national progress from the political and economic 
point of view. Among other causes which retard our industrial 
progress maj’- be mentioned the shyness and inadequacy of our 
capital resources, poor banking facilities, the uneven distribu- 
tion of coal, the inefflciency of labour, the dearth of sldlle'’ 
labour and organizers of industry and above all the apathy 
and indifference of the government whose policy is dictated 
by British interests. 

The Progress of Industry. The industrial progress of the 
country may be measured from the statistics of foreign trade 
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and the growth of towns. The examination of statistics of 
imports and exports of raw materials and manufactured goods 
should yield valuable results. It is necessary to point out that 
semi-manufactured goods like cotton yam and tanned hides 
Ihve been included under the head of manufactured goods ; 
and further, it has been rightly pointed out, the official statis- 
tics for the imports of manufactures have been vitiated by the 
fact that machinery, metals and metal manufactures are ex- 
cluded. This is a very serious defect which greatly detracts from 
the value of the statistical data. But after making due allow- 
ance for it, the conclusion is justified that the tendency towards 
some industrial development is unquestionable and is growing 
though very slowly indeed. During 1879 — 1892, as Justice 
Ranade has pointed out, the export of manufactured goods 
increased by 211%, while the export of raw materials increased 
by only 43% ; the import of manufactured goods increased 
by 39%, while the import of raw materials increased by 91%. 
Professor V. J. Kale has continued the analysis further from 
^^2 to 1907 and he has shown that during this period the export 
of manufactured goods increased by 139% while the export of 
raw materials increased by 57% ; the import of manufactured 
goods increased by 93% and the import of raw materials 
increased by 127%. And the same tendency continues. It 
must be borne in mind that while the percentages are very 
impressive, the total quantity of our manufactures is com- 
paratively very small, and all we can conclude is that while 
we have not attained to any substantial industrial progress, the 
marked tendency towards the collapse of our industries has been 
I'eversed. After studying the statistics of foreign trade we must 
turn our attention to the figures of our urban population which 
is\^another indicator of our progress in modem industry. Here 
"our' progress has been very slow indeed. The percentage of 
our urban population was 9-5 in 1911, 10-2 in 1921 and ii in 
1931. When we bear in mind that the urban population in 
England is about 80% and in France, which is not pre- 
dominently an industrial country, it is about 50%, and even 
in India the percentage of the population engaged in industry 
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before the British conquest is estimated at about 40%, we get 
a rough idea of our industrial bcakwardness and the vast dis- 
tance we have to traverse before we can step in line with the 
progressive countries of the world. The solution of this^^ 
problem is the fundamental issue in Indian economy ; and wt 
must realize that in order to increase our industrial populatior/ 
even to the level which existed in India in the early eighteenth 
century, about 30% more of our population i.&., about a hundred 
million more of our people, must be supported by industry. 
It is a gigantic problem which staggers the imagination and 
leaves no room for any complacency about the progressive indus- 
trialization of the country. And there can be little doubt that 
we cannot solve this problem without a comprehensive planned 
economy. The progress made by individual initiative and 
private enterprise has been just sufficient to throw into a sharp 
relief both the gigantic nature of the problem and their hope- 
lessly inadequate equipment for solving it. 

Towns in India. The total number of towns in India is 
2,575 out of which only 39 have a population of 100,000 .^yd 
over, and 674 have a population of less than 5000. .There are' 
various influences which make for the growth and decline of 
our towns. Among the former may be reckoned the railways 
and navigation which have brought into existence new com- 
mercial centres like Calcutta, Bombay, Karachi, Madras and 
Rangoon which owe their origin to British enterprise. Targe 
scale industrial production is responsible for the growth of 
towns like Jamshedpur, Ahmedabad, Cawnpore, Sholapur and 
others. During famines the countryside is depleted and the 
people rush to the towns and a part of the emigrants are 
permanently absorbed. The creation and growth of the class 
■of landless labourers have a tendency to encourage migration 
to the towns. The fact that the villages now obtain their - 
supplies of goods from towns is also responsible for the growth 
of the latter. The attractiveness of town life and the un- 
attractiveness of village life, administrative centralization and 
facilities for secondary and higher education, are among other 
reasons which make for the increase of our urban population. 
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On the other hand the decline of handicrafts has hit hard the 
famous old centres like Dacca j Murshidabad, Tanjore and 
others. Even the places of ' pilgrimage show some decline as 
the number of pilgrims and their demand for local products 
kre falling.-^ Changes in regional values and the diversion of 
^de routes have affected adversely towns like Patna and 
' Jlirzapur. The periodic epidemics, whose greatest intensity is 
I felt in the urban areas, often result in the desertion of towns 
j until the abatement of the scourge. On the whole the urban 
population is increasing but the pace is extremely’ slow, and 
witliout the organized industrialization of the country on a 
large scale it is bound to remain so. 



CHAPTER V. 


AGRICULTURE; GENERAL SURVEY OF A 

PRINCIPAL CROPS AND EXPORTS. / 

The Place of Agriculture in Indian Economy.^ Agri- 
culture occupies in Indian economy a place of overwhelming 
importance which is without any parallel in advanced European 
countries. Roughly speaking three out of every four persons 
in India get their livelihood from agriculture as against 11.6 
per cent in England, 26.3 per cent in U. S. A., 28.6 per cent 
in Germany, and 40.7 per cent in France, which is about the 
highest figure for a progressive countr5^ Sir Guy Fleetwood 
Wilson, a former Finance Member of the Government of India, 
was only stating a bald fact when he described the framing 
of the Indian budget as a “gamble in the rains”, because the 
rains in India generally determine the prosperity or otherwise 
of agriculture, which in its turn occupies the central place' 
our economy. But unfortunately agriculture in this country is 
as important as it is backward ; and every one must endorse 
Dr. Clouston, Agricultural Adviser to the Government of India, 
when he remarked that in India we have not only our depressed 
classes but our depressed industries, and agriculture undoubtedly 
is one of them. By whatever standard we may judge it— by 
the outturn per acre or the system of rotation of crops, by 
animal husbandry or other subsidiary rural occupations, by the 
quality of seeds or the implements and fertilizers in use, by the 
size of holdings or irrigation facilities and other land improve- 
ments, by the marketing organization or the provision of credit 

our agriculture is in a hopelessly backward condition. Its 

improvement is almost equally necessary in the interests of 
our industries, as without increasing the purchasing power 
of the rural masses the industrial products cannot find an 
adequate market. The mechanization of agriculture must 

' Cf. Indian Economics— Jathar and Beri, Vol. I, 157. 
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bring into existence large manufacturing establishments to 
produce agricultural tools and machinery and to absorb some 
of our surplus agricultural labour. The point is that the 
problems of agriculture and industry are connected together 
very intimately and cannot be solved separately. In England 
y the industrial and the agrarian revolutions proceeded side by 
side and in our own times the same thing has happened in 
Russia, Therefore, apart from any other considerations, 
industrialization is necessary in the interests of agriculture 
itself and will provide a satisfactory home market for our raw 
materials. There is no antagohism whatsoever between agricul- 
ture and industry which, on“ the contrary, supplement each 
other. 

Agricultural Statistics of British India/ The follow- 
ing figures relate to British India onl}’' for the year 1931-32.! 


^ Statistical Abstract for British India 1934, p. 464-5. 


t Area and yield of Principal Crops in India (including Indian 
States) for 1932-33. 


Crops. 


Area in Acres. 


Yield. 


Rice 
, Wheat 
Sugarcane 
Tea 
Cotton 
Jnte 
Linseed 
Rape and Mustard 
Sesamum 
Castor Seed 
A^Groundnut 
Indigo 

Coffee (1931-2) 
Rubber 


82.518.000 

32.973.000 

3.305.000 
807,700 

22.545.000 

2.143.000 

3.250.000 

6.079.000 

6.025.000 

1.602.000 

7.005.000 
59,800 

173,200 

180,100 


31,002,000 tons. 

9.440.000 „ 

4.670.000 „ 

433»669,300 lbs. 

4.512.000 bales of 400 lbs. 

/ , 0 / 2,000 ,, ,, 

405.000 tons. 

1.052.000 ,, 

547.000 „ 

149.000 „ 

2.934.000 „ 

11,100 cwts. 

33.734.500 lbs. 

6,381.400 „ 


Estimates of Area and Yield of Principal Crops in India (1932-33) 
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Type of area. Million acres. 

Net area by professional survey ... 668.86 

Area under forest ... ••• ^^'5^ 

Not available for cultivation ... I45.6i 

Curable waste other than fallow ... 154-99 

Fallow land ... — ••• 49-04 

Net area sown with crops ... ... 228.83 

Area irrigated ... --- 48.72 


The following table gives the area under different food- 
grains. 


Food Grains. 

Area in Million Acres. 

Rice 

... 81.28 

Wheat 

... 25.32 

Barley 

... 6.49 

Jowar 

... 21.60 

Bajra 

... 13.94 

Ragi 

... 3.87 

Maize 

6.10 

Gram 

... 15.93 

Other Grains and Pulses ... 

... 30-44 


The total area under food grains is slightly over 205 
million acres, and the area under other food-crops (including, 
fruits, vegetables, spices etc.) is 8.38 million acres. The area 
under sugar is a little over 3 million acres while that under 
tea is 775,121 acres and under coSee 91,715 acres. The follow- 
ing table gives the area under oilseeds. 

Oilseeds. Million Acres. 


Rinseed 

--- 2.21 

Sesamum (til or jinpli) 

... 3.71 

Rape and Mustard 

... 3.50 

Groundnut 

... 4.22 

Cocoanut 

.61 

Castor 

.51 

Other Oilseeds ••• 

... i.oS 
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The total area under oilseeds is 15.SS niilHon acres. The 
following table gives the area under fibres and other important 
<crops. 

Type of Crop. Area in Million Acres. 


Cotton ... ... ... x4.i;lS 

Jute ••• ... ... 1.84 

Other Fibres ... ... ... -68 

Indigo ... ... ... .05 

Opium ... ... ... -04 

Tobacco ... ... ... 1.15 

Fodder Crops ... ... ... 9.62 


The folloudng table gives the estimated meld of iDrincipal 
•crops in India but is subject to the qualification that it includes 
the crops in certain Indian States. 


Principal Crops. 

Estimated Yield. 

Tice (cleaned) 

.33 

(INIillion Tons) 

THieat 

9.02 

Do 

Cotton 

4.67 

(400 lbs. bales) 

Jute ... ... • ... 

5-54 

Do 

Linseed 

.41 

(Million Tons) 

Tape and Mustard 

1.02 

Do 

Sesamum (till or jinjili) 

■47 

Do 

Groundnut (nuts in shell) ... 

2.27 

Do 

Castor seed 

.14 

Do 

Taw Sugar (Gur) 

3.97 

Do 

Indigo 

9,900 

cwts. 

Tea ... 

394-08 

(Million lbs.) 

Coffe ... 

.33.73 

Do 

Tubber ••• ■ ... 

20.11 

. Do 


An Analysis of the Statistics. Out of the total area in 
British India 13.24 per cent is under forests and 21.78 per cent 
is not available for cultivation, making a total of 35.02 per cent. 
The cultivated area amounts to 34.21 per cent ; the current 
fallow amounts to 7.33 per cent ; and the balance of a little over 
23 per cent is cultivable waste other than fallow. The last item, 
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which determines the scope 'for extensive cultivation in British 
India, is very unevenly distributed among the different Indian 
provinces, and there is apparently greater room for extending 
cultivation in Burma, Assam, Sind, the Punjab and U. P. than 
in the remaining provinces. But a closer examination reveals- 
that the prospects of extensive cultivation are, on the whole, 
very limited. Por the greater part only inferior lands ireinain 
to be taken under cultivation and in the majority of cases this 
can be only done if adequate irrigational facilities are available, 
and irrigation has its own. problems, technical and financial. 
In Burma there is a strong provincial feeling growing up and 
with the separation of Burma it is likely to be further 
strengthened. Without the help of labour drawn from outside, 
there cannot be any considerable extension of cultivation in 
Bunna, and the Burmese object to outside labour. Thus the 
prospects of any considerable extension of cultivation in Burma. 
are not promising. In Assam again the unhealthy climate and 
the uninviting conditions for the recruitment of labour militate 
against any considerable extension of cultivation. We may 
conclude that no spectacular increase in the area under rcultr.v- 
vation in the country can be reasonably expected and this is- 
confinned by our previous records. The solution of Indian 
agricultural problems lies in intensive cultivation. As an indi- 
cation of the scope in this direction it may be mentioned that 
Sir ]M. Visvesvaraya has estimated that while in Japan .it takes- 
one third of a cultivated acre to support an indiwdual, in India 
it takes five sixths of an acre to do so, not taking into consi- 
deration the fact that the Indian is semi-starved. On this basis 
the margin for improvement by means of intensive cultivation, 
works out at 150 per cent. 

The Principal Crops : The Major Food Crops. Our 

agricultural production is of a varied character and enables the 
country to be self-sufficient in its food supply and almost all 
raw materials. Food-crops have an overwhelming preponder- 
ence and account for over 80 per cent, of the area under culti- 
vation. Rice is the leading crop of India as it is the staple 
food of the majority of the people. As we have already stated. 
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it occupied 81.28 million acres in 1931-32, forming 35.5 per 
cent of the net area sown ■with crops. The estimated yield was 
33 million tons. India is one of the greatest producers and 
exporters of rice in the ■n^orld, though the bulk of the production 
is consumed within the country, leaving only about 7 per cent 
for export. Burma has practically the monopoly of export trade 
in rice -as her production is far greater than her local consump- 
tion. With the separation of Burma the position of India as a 
great rice exporting country will change radically. In 1931-32 
India exported 2.37 million tons of rice valued at Rs. 18.14 
crores. The quantity is fairly normal while the value registers 
a sharp decline owing to a substantial fall in agricultural prices. 
A great many varieties of the crop are cultivated in different 
parts of the country depending upon local conditions. The con- 
tribution of the Agricultural Departments to the improvement 
of the rice crop has been negligible. Next in importance to rice 
comes wheat w'hich accounts for ii per cent, of the net area 
sown with crops. In 1931-32 the area under wheat accounted 
for 25.32 million acres and the estimated yield was a little over 

9 million tons. The exports amounted to a little over 20 
thousand tons valued at a little over Rs. 15 lakhs. There are 
very considerable fluctuations in the exports of wheat accord- 
ing to the nature of seasons both in India and abroad. Owing 
to the catastrophic fall in the agricultural prices the year 
1931-32 was very abnormal. In normal years in the past about 

10 per cent of the wheat was exported from India, but in 
abnormal years the price in India is high, the export trade 
dwindles into insignificance, and at times considerable quantities 
of Australian wheat are imported into the country. The general 
tendency towards a decrease of wheat exports is so pronounced 
that the Agricultural Commission anticipate its total cessation 
•within a few generations ; and it is not unlikely that India may 
become a wheat importing country. During 1930-31 the imports 
of wheat into India amounted to 232,000 tons valued at Rs. 215. 
lakhs. In order to help the wheat growers in the country the 
Government have reduced the railway freights on wheat and 
passed the Wheat Import Duty Act which levies a high import 
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•duty of Rs. 40/- per ton on foreign wheat. The improved 
irrigation and transport have considerably stimulated the culti- 
vation of wheat, particularly in the canal colonies of the 
Punjab ; and the Agricultural Department has also helped wheat 
cultivation by the introduction of improved varieties. But a 
great deal of the ground remains to be traversed if Indian wheat 
is to compete on equal terms in the markets of the world. 

The Minor Food Crops. Barley was cultivated in 6.49 
million acres chiefly in the United Provinces and Bihar. The 
■exports in 1931-32 amounted to 26,806 tons valued at Rs. 16.27 
lakhs. The fluctuations in the exports have been very consider- 
able. The internal demand is very great as barley is used as 
food both for man and cattle. Jowar and bajra account for 21.60 
and 13.94 million acres respectively of area under cultivation. 
The export in 1931-32 amounted to 58,503 tons valued at 
Rs. 42.49 lakhs, and these figures constitute the highest record 
both in quantity and value. Jowar and bajra are valuable food 
crops for the masses in Madras, Deccan and Hyderabad and they 
also supply valuable fodder for the agricultural cattle. Pulses 
are extensive!}'' grown throughout the country and constitute a 
very important item in the dietary of the people. Gram is easily 
the leading pulse and in 1931-32 the area under it amounted to 
15-93 niillion acres. On account of the large intenial consump- 
tion the exports are comparatively small and in 1931-32 
■amounted to nearly 91,000 tons valued at Rs. 8S.93 lakhs. The 
next item of sugarcane is obviously very important. In 193^-32 
the area under sugar was 3.04 million acres and recently under 
the stimulus of protection to the sugar industr}’’ this area has 
been steadily increasing. About half the area under sugar culti- 
vation is in the United Provinces. The estimated yield of gm 
(raw sugar) was 3.97 million tons in 1931-32. Since 1922 India 
has been spending anything from Rs. 15 to Rs. 20 crores on 
foreign sugar and the quantity of imported sugar was, until very 
recently, in the neighbourhood of one million tons. In 193^-32 
India imported 556,274 tons of sugar valued at Rs. 6.16 crores 
•and the figures of subsequent 3’-ears are even more satisfactory. 
We shall discuss the problems of sugar industry in the chapters 
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on industry, and here we shall confine ourselves to the agricul- 
tural aspect of the question. It is stated by the Indian Sugar 
Committee that India’s outturn of actual sugar per acre is less 
than one- third that of Cuba, one-sixth of Java and one-seventh 
of Hawaii. Sugar cane has been subjected to a systematic study 
by the Agricultural Department with a view to improving its- 
quality;' and introducing improved varieties ; and recently a cane- 
breeding station has been started at Coimbatore in Madras. The 
bulk of the people in the country consume not sugar but giir^ 
and hence attention must be given to the indigenous industry 
of making gur which is in a primitive condition. The mis- 
cellaneous food crops include fruits, vegetables and spices and 
in T931-32 accounted for an area of 8.38 million acres. India 
grows a rich variety of fruits but owing to the great poverty of 
the masses the demand is comparatively small and the prices are 
high. There is obviousty scope for the development of fruit 
cultivation, specially in view of the fact that foreign fruit is 
imported in considerable quantities not only at the ports but in 
^ up-country places. There is a large variety of vegetables grown 
^ country and a considerable extension of area under fruits 

and vegetables is possible, more particularly in the neighbour- 
hood of urban areas. The development of transport, careful 
picking and packing and cold storage facilities are some of the 
obvious reforms in this connection. Spices are chiefly grown 
in the extreme south of India though certain varieties are grown 
everywhere. Pepper, chillies, ginger, cardamon, betel-nut,, 
cinnamon, and cloves are the principal Indian spices. In 
1931-32 the spices exported amounted to 321,210 cwts. valued 
at Rs. 87.25 lakhs which was by far the lowest value recorded 
for many years. 

\ Non-Food Crops : Tea and Coffee. With the single 

possible exception of China, India is the largest tea producer in 
the world. The industry owed its initiative to the Government 
which finally established in 1852 that Indian tea could compete 
with Chinese tea. In view of its rapid expansion in 1865 the 
Government ceased its connection with the industry which has 
since been financed and managed almost exclusively by British 



-94 


INDIAN ECONOMICS 


capitalist concerns. The industry has enjoyed a long spell of 
prosperity ■with gro■v^dng internal consumption and foreign 
exports. In 1931-32 the area under tea was 775,121 acres and 
the estimated yield was 394.08 million lbs. It has been justly 
observed that the organization of the tea industry is of a high 
order and every garden of an}'- importance has its own factories, 
where tea is prepared for the market, as it is essential that the 
various processes should be carried through immediately after 
the leaf has been plucked. The better organized factories are 
elaborately equipped with highly specialized plant and are under 
the super-vision of expert tea makers. There is a very large 
export trade in tea and in 1931-32 it amounted to 341.51 million 
lbs. valued at Rs. 19.43 crores, the quantity being a little below 
the normal. Tea is thus an important staple export- The 
Indian Tea Association, to which the proceeds of a small cess 
levied at the request of the industry are handed over, stimulates 
the sale of Indian tea both inside the country and in foreign 
markets. 

Coffee. The systematic cultivation of coffee begins from 
1830. It is cultivated in the south, chiefly in Mysore, Coorg 
and the Nilgiris. It reached its high water mark in 1S62 after 
which a decline set in due to the appearance of the destructive 
beetle and the import of cheaper Brazilian coffee in the 
European markets. In some of the coffee growing areas, coffee 
has been replaced b}’ tea. In 1931-32 the area under coffee 
was 91,714 acres and the estimated yield was 33.73 million lbs. 
The exports amounted to 155,000 cwts. valued at Rs. 94.50 
lakhs. Both the quantity and the value have declined con- 
siderably. 

Fibres : Cotton and Jute. Next only to food is the 
importance of clothing which in India generally means cotton 
clothing. The area under cotton in British India was 14.48 
million acres in 1931-32, the highest record being 18.18 million 
acres in 1925-26. To this must be added about 10 million acres 
under cotton in the Indian States. The estimated yield in British 
India in 1931-32 was 4.67 million bales of 400 lbs. each, the 
highest record being nearly 7 million bales in 1929-30. There is 
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-a large export trade in raw cotton and in 1931-32 it amounted 
to 424,400 tons valued at Rs. 23.51 crores which is the lowest 
record, ^liere has been a tremendous fall both in the quantity 
and value of the cotton owing to the severe depression. In 
■yrecent years the highest quantity exported Avas 747^,000 tons in 
1925-26 valued at Rs. 95-25 crores. Before the depression the 
normal exports were between 6 and 7 hundred thousand tons 
valued at over Rs. 60 crores. Oi'he principal cotton provinces in 
India are Bombay, Central Provinces and Berar, Hyderabad, 
Punjab, Madras and Central India States. India stands next 
only to the United States in the area under cotton and -its total 
outurn. Llost of the Indian cotton produced is short staple and 
comparatively coarse and is not suitable for the manufa'cture of 
cloth of higher counts. The chief consumers of Indian cotton 
are Japan and the continent in Europe, though recently the 
British demand has registered an increase ; but Japan is far and 
^iway India’s best customer. The yield of cotton per acre in 
India is very low, being only behveen 75 and 100 lbs. of lint 
Vcotton, as compared to iSo lbs. in U. S. A. and 300 to 400 
lbs. in Egypt. The Agricultural Departments have been 
endeavouring to improve the quality and the yield of cotton and 
the Egyptian and American cottons have been successfully in- 
troduced in Sind. With the completion of the Elyod Bdrrage 
irrigation project the area under such cotton cultivation is 
expected to increase substantially. The Cambodia cotton has 
been successfully introduced into Madras and there has been a 
great improvement during recent 5''ears in the production of 
medium staple cotton. Recent tests have shown that certain 
varieties ,of Indian cotton can be used for spinning yams of 
liigher count. Ihe Indian Central Cotton Committee was formed 
^in 1921 and the East India Colton Trade Association was formed 
in 1922, in accordance with the recommendations of Indian 
Cotton Committee which was appointed by Government of India 
to examine the possibilities of increasing the supply of long 
staple cotton in India, to suggest improvements in the existing 
methods of ginning and marketing, and to make recommenda- 
tions in regard to the prevention of adulteration, damping and 
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mixing. The Cotton Transport Act was passed in 1923 to pre- 
vent the adulteration of cotton, and having been successful in 
Bombay it has been extended to Madras. The Cotton Ginning 
and Pressing Factories Act, which was a corollary to the 
Transport Act, was enacted in ,1925. The Indian Central 
Cotton Committee has established a technological labc~itory at 
Bombay to carry out spinning tests and is responsible for 
certain research schemes in various provinces., Its finances are 
provided by a small cess of two annas per bale on all cotton 
used in mills in British India and exported from the country* 
Bombay has also passed a Cotton Markets Act. The Govern- 
ment of India has shown a considerable interest in the exports 
of cotton as witnessed in the Indo-Japanese Trade Agreement,, 
by which Japan has entered into an agreement to buy a certain 
amount of Indian cotton, and the Indo-British Trade Agreement^ 
by which Britain has expressed its intention of buying more 
Indian cotton. But it is very significant that the Government of 
India has not devised any effective measures for the manufacture 
of the Indian cotton into cloth within the country in order to 
make India self-sufficient in respect of cotton cloth. This aspect 
of the question has been entirely ignored and the explanation 
seems to be that the vested interests of Lancashire debar the 
Government from pursuing this policy. 

Jute. Next only to cotton, jute is the most important fibre 
in the country. India enjoys a monopoly as the world’s sole 
producer of jute. Its cultivation is restricted to Bengal, Assam 
and Orissa where the soil is enriched by alluvial deposits, 
brought by river inundation and is thus suited to grow this, 
exhausting crop without any expenditure on manure. In 
1931-32 the area under jute cultivation amounted to 1.84 million 
acres wliile the average area under cultivation during the pre- 
vious five years was 3.32 million acres. The exports of raw'- 
jute in 1931-32 were 586,000 tons valued at Rs. 11.18 crores 
which is the lowest record for a long time. During the previous 
five years the average has been 784,000 tons valued at Rs. 26 
crores. The slump in jute prices and the depression in the jute 
manufacturing industry are clearly visible in the figures cited 
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•above. An effort is being made to raise prices by restricting 
•the area under cultivation of jute, as over production has been 
an aggravating factor in the general depression. Germanj’- is 
now the largest customer for India’s raw jute and next comes 
‘-'the United Kingdom. Other importing centres are the 
continental countries in Europe, U. S. A., Japan and China. 

Oilseeds. India grows a great variety of oilseeds such as 
linseed, sesamum, rape and mustard, groundnut, coconut, castor, 
cotton seed, morora, niger, coriander, cummin, ajwan and kardi. 
Although oilseeds are subject to great fluctuations in price and 
the crops themselves are more or less precarious by nature, they 
cover an immense area. The total area in British India under 
oilseeds was 15. SS million acres in 1931-32 which is a little 
below the normal. The total exports of oilseeds in 1932-33 were 
733,000 tons valued at Rs. 11.31 crores, and registered a decline 
•of 26 per cent in quantity and 22 per cent in value as com- 
pared to the prei’ious }’’ear, and a decline of 38 per cent in 
^ quantit}’’ and 59 per cent in value as compared to the normal 
I'trade before the depression set in. The proportion of exports 
of oilseeds to total production varies considerably with the 
■different seeds ; and while linseed is grown largely for export, 
the percentages of exports in rape, mustard and sesamum was 
always small and recentl}'- has liecome a tiny fraction. The. 
figures for groundnuts have been fluctuating very sharply and 
we can only saj^ that groundnut to-day is the leading tj'pe 
among the exports in the oilseeds group. India does not make 
the best use of her oilseed resources though some attempts have 
been made to develop the oil-crushing industry. Recently 
man}'’ new sources for the supply of oilseeds have been 
•developed, apart from the progress in the refining processes 
■^^which has considerably increased the interchangeability of oils. 
Indian oilseeds have now to face the competition of Argentine 
linseed, Chinese sesamum and West African groundnuts ; and 
many vegetable products grown in these countries are being 
exploited to produce oils. In the case of groundnuts there has 
been a striking expansion in the country on account of the 
successful introduction of disease-resisting exotic varieties from 
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Senegal and ]\Iozambique ; and the Department of Agriculture 
has succeeded in increasing the yield of groundnut even on light 
soils on -which it has been found to grow well. 

Indigo. The histoiw of indigo cultivation is long, the 
industry'- having been in existence from the earliest times of ^ 
which we have an}'- record and in 177S the East India Company' 
organized it on modern lines and encouraged British planters to 
take it up. By 1S37 India had recovered the foremost place 
among the indigo-producing countries of the world from which 
she had been temporarily ousted by the West Indies. India’s 
position remained unassailed until in 1S97 German laboratories 
produced indigo on a commercial scale. Indian exports were 
seriously affected. The area under cultivation in India fell 
from 1.68 million acres in 1896-7 to .05 million acres in 1931-32, 
when the exports were only 799 cwts. valued at Rs. 2.01 lakhs. 
During the war on account of the markets of the world being- 
closed to the German synthetic products the indigo industr}’- in. 
India received a teinporar}' stimulus which disappeared with the- 
stoppage of the war. The future prospects of indigo are wery,_ .1^ 
doubtful indeed. Bihar is the most important indigo centre: ■- 
from the point of view of foreign trade and in Bihar the d}^e is. 
systematically extracted and marked under efficient supervision.. 

Opium. On account of the agreement with China to stop- 
all exports of opium to that country, and the adoption of the 
policy of controlled internal consumption, the area under opium 
has been steadily declining and in 1931-32 it was only 42,000 
acres. The cultivation of the poppy is carried on under a-. 
S5’’stem of government licenses and is now practically confined: 
to the United Provinces. In 1931-32 the exports amounted to- 
2,715 cwts. valued at Rs. 86.93 lakhs. 

Tobacco. It is believed that the tobacco was introduced J 
into India by the Portuguese early in the seventeenth century. 

In 1931-32 the total area under tobacco was 1.15 million acres 
which was distributed over INIadras, Bengal, Bihar and Qrissa, 
Bombay, Burma, United Provinces and the Punjab. The bulk 
of the tobacco grown in the country is consumed locall}-. Irr 
1931-32 the exports amounted to 26.26 million lbs. valued at 
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B.S. S5.42 laldis and tliese figures are well below the normal. 
i\Iadras and Rangoon are the chief exporting centres in India. 
The • Agricultural Research Institute has been directing its 
attention to the problem of improving the qualit3’- of Indian 
;_-tobaccoes. The value of imports of manufactured tobacco has 
alwa3’^s been considerabb’- greater than the value of exports. 

Fodder Crops. The area under fodder crops was 9.62 
million acres in 1931-32 and though it has been steadily- 
increasing this area is insufficient for feeding the vast number 
of cattle in the country. The Agricultural Department has 
paid some attention to the important problems of growing and 
storing fodders. The successful introduction of the Egyptian 
clover and soil renovator in Sind, Bihar, the Central Provinces 
and the North West Frontier Province is to the credit of the 
Agricultural Department. 

Rubber. Rubber is grown chiefly in Burma and to a small 
extent in South India, hlost of the rubber grown is exported. 

In 1931-32 the exports amounted to 15.10 million lbs. valued 
.-•at Rs. 44. 5S lakhs. These figures are very . abnormal as the 
average for the previous five 3^ears is 24.64 million lbs. valued 
at Rs. 205.13 lakhs. India’s share in the world’s production 
of rubber is only about 3 per cent, and with the separation of 
Burma it will be less than i per cent. Rubber is put to-day to 
a variety of uses and our imports of rubber manufactures in 
1931-32 were valued at Rs. 220.9S lakhs, which is well below 
the average. 

The Low Yield of Agriculture. Agriculture in India is 
far and away the most important national industry but its 
condition is an3^thing but satisfactory. The average yield per 
acre of the different crops in India compares very unfavourably 
y^dth the yield in agriculturally advanced countries, where 
agriculture is no longer a craft, but an organized industry 
which utilises the resources of modern science. Mechanization •, 
has revolutionized the entire problem of agriculture and, 
consequently, India finds herself threatened in her principal 
vocation, namely, agriculture. Our country has ceased to be 
important in the international market as an exporter of cereals. 
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In fact it has resorted to tariff protection to keep out foreign 
wheat and rice. In otlier words, the costs of production of our 
miserably paid agriculture are higher than those of foreign 
countries which' utilise scientific knowledge and modern methods 
to a far greater extent than ourselves. vSir ]\I. Visvesvaraya 
has estimated that while the average production ])er acre in 
India is valued at Rs. 25, in Japan it is valued at Rs. 150. 
And making a comparati\-e study of some particular crops we 
find that in the case of wheat the production per acre is about 
7S0 lbs. in India, 1:^50 llis. in Japan and 23^10 lbs. in Denmark 
which has the best record of any country. Again, in tlie case 
of rice, the production per acre in India is estimated at S71 lbs. 
wliile in Japan it is 2477 lbs. In cotton we find that while 
the figure for India is oS lbs. per acre, it is 141 lbs. for U. S. A. 
and 300 lbs. for Egyi)t. For barely the figures are ip.S 
Imsliels (of 4S lbs.) for India, 31.7 bushels for Japan and 
45.6 bushels for Denmark. \Vc have said enough to show that 
the agricultural yield in this country compares very unfavour- 
abl\- with other progressive countries ; and the comparison, 
tends to be still more adverse. In the international market 
India is being steadily ousted even from the production of 
raw materials which was her last resort. Incidentally it may 
be observed that the entire basis of our foreign trade is likely 
to be transformed. We shall discuss in detail later on the 
causes of the low productivity of Indian a.griculture which is 
established beyond any doubt. 

Exports of Agricultural Produce.* In our survey of the 
l^rincipal crops we have given the figures of the quantity and 
value of the major items of exports ; and in this section we 
propose to discuss the general question of the desirability or 
otherwise of the exports of agricultural produce. As a preli- 
minary, it must be pointed out that there are si.gns which indi- 
cate that our export trade is changing its character very consi- 
derably. Rice occupies the most important place among the 
food grains exported from India. As we have already seen the 
bulk of the rice exports come from Burma, and with the separa- 
tion of Burma this major item in the exports of India will more 


' Cf. Indian Ivconomics— Jathar and Beri, Vol. I, pp. 1S5 et seq. 
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or less disappear, and India is likely to become a rice im- 
porting country. Again, as we have already seen the exports 
of wheat are very precarious and it is not improbable that India 
■5 may cease to be a wheat exporting country. In oilseeds and in 
'^cotton, foreign competition is steadily increasing and there has 
been a considerable decline both in the quantity and value of 
exports which have been substantially accentuated by the 
severe trade depression. “'The decline in the demand for our 
•exports is due to causes of a more or less permanent nature 

and there is little or no hope of an increase in exports 

to the level of even four or five years ago.”* But the crucial 
issue to be discussed is to determine to what extent the 
export of our raw produce is desirable in the best interests 
of the country. The advocates of the exports argue that 
the exports represent ’.a true surplus for which there is no 
effective demand within the country ; and by exchanging this 
surplus for manufactured goods which India does not produce, 

\ the best interests of the country .are served. The opponents of 
■^'’■^exports argue that there is no true surplus, because the exports 
•of food grains represent, not what the country cannot consume, 
but what the mass of people need urgently but have not the 
wherewithal! to purchase ; and as for non-food crops, they con- 
sider it criminal to look on complacently while valuable raw 
materials, which are badly wanted for the development of in- 
digenous industries, are being exported abroad and imported 
back into the country in the shape of manufactured goods. The 
popular remedy of imposing restrictions on exports, while it is 
useful in times of abnormal scarcity and high prices, cannot 
really solve this problem. The restriction on the export of food- 
grains is likely to result in the decrease of the cultivation of 
■.''>-iood-grains and an increase in the cultivation of non-food crops. 
And a restriction on the export of non-food crops, in the 
absence of industries which could consume our raw materials, 
would be unthinkable. The essence of the solution of this 
problem is to increase the, purchasing power of the mass of 
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people ; and this can only be done by an effectively planned 
economy which will bring about a simultaneous revolution in 
agricultural and industrial production, hlere restrictions on the 
exports of our agricultural produce rvould only lower their 
price which will hit very hard the mass of people L: the country 
who are engaged in the production of raw materials. The 
country has suffered very greatly owing to the catastrophic fall 
in the price of raw materials and our problem is how to raise 
prices of raw produce and not how to lower them. In this con- 
nection we must not lose sight of the fact that the exports re- 
present only a small fraction of the total production in the 
counry, and the restrictions on exports in normal times, quite 
apart from their desirability, would not affect the prices con- 
siderably. And lower prices would undoubtedly have an 
adverse effect on agricultural improvements. We may repeat 
that the real solution of the problem is to increase the pur- 
chasing power of the masses by developing production in the 
country ; and any other remedy is likely to prove ineffective 
and at best can only tinker with the i^roblem. = 

Deterioration of Soil. Is the soil in India progressively 
deteriorating? This is obviously a ver3- crucial question for Indian 
agriculture. There is a certain amount of apparent detenora- 
tion due to the fact that on account of the increased pressure 
of the population the cultivator is forced to till inferior soils, 
and further, density of population may lead to a diminution in 
the number of periodical fallows. But the real point at issue is 
whether the soil is deteriorating on account of the removal, 
year by year in the from of produce, of essential substances whkh 
are not returned to the soil either by nature or by the practice 
of the cultivator. Dr. Voelcker held that on account of the 
export of seeds, cotton and other products, the soil constituents 
that are removed are not returned to the soil, which consequently 
is suffering continuous exhaustion. The Agricultural Com- 
mission quotes the evidence of Dr. Clouston, Agricultural 
Adviser to the Government of India, who is of opinion that, 
“most of the area under cultivation in India has been under 
cultivation for hundreds of years, and had reached its state of 
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Commission expressed its own opinion that, balance has 
been established, and no further deterioration is likel}^ to take 
place under existing conditions of cultivation,’* t The plain 
meaning of a balance being established is that the soil has 
.become so impoverished that it cannot easilj’' become worse, 
and there is little consolation in it for the Indian agriculturist. 
The poor condition of the soil is undoubted!}^ a factor of major 
importance in the low yield per acre in India ; and the 
Agricultural Commission strongly recommended that more 
attention should be paid to soil surveys and research as a 
preliminary step towards the introduction of improvements. 



CHAPTER VI. 


AGRICULTURE: THE PROBLEMS OF LAND. C 

Subdivision and Fragmentation of Holdings. Among 
the principal causes of the backwardness of agriculture in 
India, the subdivision and fragmentation of holdings occupies 
a very important place. Before proceeding further it would 
be useful to define the terms with some precision. By sub- 
division is meant the distribution of the land ultimately into 
small plots and generally among the numerous descendents of 
the original owner. Fragmentation refers to the manner in 
which the laud held by an individual is scattered throughout 
the village area in ifiots separated by land in the possession of 
others. Subdivision is chiefly due to the laws of inheritance 
customary amongst Hindus and IMuhammadans which enjoin a 
succession to immovable property amongst all the heirs usually^'-, 
in equal shares. Fragmentation is, in the main, due not to the 
laws of inheritance but to the method by which the law as to 
the division of property amongst the heirs is carried into effect. 

It is a traism to say that without solving the problem of sub- 
division and fragmentation modern improvements in agriculture 
cannot possibly be introduced in this country. We shall discuss 
later on in detail the extent of subdivision and fragmentation, 
its causes and its effects on our agricultural production and the 
possible remedies. Here it is sufficient to observe that the 
problem in India exists in a very acute form and renders all 
substantial progress in agriculture impossible. Dr. Harold 
iSIann sums up the combined effect of subdivision and frag- 
mentation as follows : “This destroys enterprise, results in an 
enormous wastage of labour, leads to a very large loss of land 
owing to boundaries, makes it impossible to cultivate holdings 
as intensively as would otherwise be possible, and prevents the 
possibility of introducing outsiders, with more money, as tenant 
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fanners or as purchasers of good agricultural property.”* The 
problem has been by no means peculiar to India and practically 
every country has had to tackle it sooner or later. ‘Tn parts 
\of Spain it is not uncommon to own and farm 16 or 17 acres 
-divided into 80 to 120 plots scattered over a radius of three miles 
and there are many isolated parcels of 35, 25 or even 12 square 
yards.”! While Spain as a baclcward European country has 
yet to solve this problem, other countries have tackled it by a 
variety of legislative and administrative measures which have 
an important object lesson for our country. We shall briefly 
review these measures in considering the remedies for subdivi- 
ision and fragmentation of holdings. 

The Extent of Subdivision and Fragmentation. Accord- 
ing to the Census of 1931! ‘Tor each agriculturist there is 2.9 
:acres of cropped land” w'hile the corresponding figure for 1921 
is 2.7 acres. In the chapter on population it has been shown 
that the number of people engaged in agriculture has been 
lunduly diminished in 1931 as a large number of agriculturists 
^.-^tmve been returned under “domestic service” and the unspeci- 
fied category. We therefore prefer the figures of 1921. That 
the average holding in India is 2.7 acres shows the extent to 
which subdivision has been carried. The Punjab figures, which 
are the only ones available for a province, indicate that 22.5 
per cent of the agriculturists cultivate one acre or less ; a further 
15.4 per cent cultivate .between one and two-and-a-half acres ; 
17.9 per cent between two-and-a-half and five acres and 20.5 per 
■cent, between five and ten acres. Except for Bombay, which 
would probably show a very similar result, and Burma, which 
would give higher averages, all other provinces have much 
.^'smaller average areas per cultivator. The subdivision amongst 
: ^Thltivators is a reflection of conditions existing amongst perma- 
nent right-holders, but it is aggravated by the lack of alternative 


* Harold Mann : Land and Labour in a Deccan Village, p. 154. 
f Irvine : The Making of Rural Europe quoted by Radliakamal 
Mukherji : The Land Problems of India, p. 56. 

+ Repoii,, p. 288. 
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means of Hveliliood which drives multitudes to grow food for a 
very meagre subsistence. The average size of the holding in the • 
village of Pimpla Soudagar in the Poona district, according to ^ ^ 
Dr. Mann, appears to have been as much as 40 acres in 1771, ^7 
acres in i8t8 , and 7 acres in 1915 ; and’ considering the increase^' 
of population during the last twenty years, it is only reasonable 
to suppose that it has been further reduced. It is evident that 
during the last century the character of land holdings has 
altogether changed ; and while in the pre-British times and 
under the early British rule the holdings were of a fair size of 
about ten acres, individual holdings of less than two acres were 
hardly known. Fragmentation, as we have already pointed out, 
is due to the customary’" method by which the law as to division 
of property amongst the heirs is carried into effect ; and in 
extreme cases the result is ludicrous. In Ratnagiri, for instance, 
the size of individual plots is sometimes as small as i/6oth of 
an acre or square 5’'ards in the Punjab fields have been ^ 

found over a mile long and but a few yards wide ; while areas> - 
have been brought to notice where fragmentation has be6ri...J 
carried so far as effectively to prevent all attempts at cultivation.- 
In Bombay Presidency proper there are tliree to four plots per 
holding. Fragmentation of cultivation is a far worse evil than 
fragmentation of the land of permanent right-holders. It is also 
much more expensive and has been canled to greater extremes. 
In Pimple vSoudagar Dr. Mann found that 62 per cent of the 
cultivators’ plots were below one acre, because the small right- 
holder attempts to secure any’" addition he can to his scanty 
holding, wherever it may^ be situated. Where the soil is of 
uniform quality’" or where the differences in quality are not great, 
fragmentation is an evil of the first magnitude. In a \fillage 
in the Punjab, an owner was found with his land in two^ 
hundred different places whilst, in the same village, there were 
five owners rvith over one hundred plots each. 1 

The Causes of Subdivision and Fragmentation. As we 
have already pointed out, subdivision is chiefly due to the laws 

=>■• Agricultural Commission Report, p. 134. 

t Ibid., p. 134. 
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of inheritance customary amongst Hindus and Mohammadans 
•which enjoin a succession to immovable propert}'- amongst all 
the heirs usually in equal shares ; and fragmentation is, in the 
main, due not to the la'^\fs of inheritance but to the method by 
which the law as to the division of property amongst the heirs 
r.is carried into effect. But while the laws of inheritance and 
succession have been in existence for many centuries, the evils 
of subdivision and fragmentation are comparatively quite 
modern. The growth of the spirit of individualism, which is 
the result of western influences, is responsible for the break-up 
of the joint family system ; and it has naturally resulted in 
great subdivision and fragmentation of holdings. The bias of 
English judges in favour of private property and individual 
rights has had the same result. And subdivision is normally 
accompanied by fragmentation because the heirs feel terribly 
jealous of each other and insist on getting a share of every 
kind of land. Increase of population, which means an increase 
in the number of heirs to agricultural property, has been 
a further accentuating cause. The decline of handicrafts 
^ increased the pressure of population on agriculture and con- 
tTtributed its share to subdivision and fragmentation ; and the 
effect of industrial backwardness has been similar. The surplus 
population could not be shifted from the soil ; the overcrowding 
in agriculture became worse, and ultimately increased the 
tendency to subdivision and fragmentation. 

The Evil Consequences of Subdivision and Fragmenta- 
, tion. The evil consequences of subdivision and fragmentation 
are many and varied. The Indian cultivator’s equipment is 
notoriously antiquated and inadequate, but even this he cannot 
utilise to the full though the cost of keeping draught animals 
and of maintaining the agriculturist himself is hardly influenced 
by the extent to which their capacities are put to use. The 
area of land wasted in innumerable boundaries, hedges and 
paths, which excessive subdivision and fragmentation must 
necessarily involve, is very considerable. Again, on account 
of the small size of the unit of cultivation, it may not be worth 
^vhile to sink a well, though otherwise the circumstances may 
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be favourable, '^lie employment of modern labour-saving 
devices such as tractors for example is rendered practically 
impossible. Fragmentation has all the disadvantages of both 
the small holdings and the large holdings: it prevents the 
use of machinery and labour-saving devices which can only , 
be utilized in large holdings ; and, on the other hand, it 
hinders the adoption of intensive cultivation by hand labour 
which is the great advantage of the small holdings. As the 
Royal Commission on Agriculture observes,=-= “Fragmentation of 
holdings is in many parts of India one of the most important 
of the factors tending to prevent agricultural improvement. 
There seems to be common agreement that its evil effects are- 
so great that the administration should not rest until a remedy 
has'" been found.” Difficulties in connection with fencing and 
protection from stray cattle or thieves are obvious. Besides, 
fragmentation, as compared to a compact area, involves a 
greater expenditure of capital and labour and a lesser return. It 
makes it impossible for the cultivator to stay on his holding in 
the interests of efficient farming. By multiplying boundaries- ^ 
and disputes about right of way, it is an endless source of litiga-*..;, 
tion and has a disruptive influence in the life of the village- ' 
communit}’-. Irrigation becomes difficult although sufficient 
water may be available. The combined result of subdivision 
and fragmentation is at times to drive the land entirely out of 
cultivation. But great as are the evils of subdivision and frag- 
mentation, it cannot be denied that in some cases they serve a 
useful purpose. The scattering of the fragments of land oyer- 
a wide area may tend to counteract the disparities in production 
due to seasonal factors. And in some parts of the^ country 
agricultural conditions make it essential for the cultivator^ to- 
possess some strips of land in a difierent soil. The breaking 
up of large estates, which subdivision involves, is also a move 
in the right direction. But after making due allowance for- , 
these facts, and taking a broad survey of the problem as a 
whole, the conclusion is irresistable that the excessive sub- 
division and frag'nientation of holdings is one of the major 
problems of India n agriculture. 

Report, p. 142. 
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The Remedies for Subdivision and Fragmentation adopted 
in other Countries. We have alreadj’- observed that India is 
not the onl}' countr\' where the problem of the sub-division 
and fragmentation of holdings exists, so that before discussing 
the various remedies it would be useful to consider the line of 
.’.iction adopted in other countries. / The general custom in 
Europe is to leave the property to a single heir, who gradually 
pays off the charge laid on it by the father for the benefit of 
the other heirs. In Germany, for example, the law encourages 
the practice among peasants of succession to undivided pro- 
perties by the creation of a preferred heir, directing that the 
others shall be compensated according to the agricultural pro- 
fitableness of the estate and not its selling value. In Denmark, 
the reconstituted state small holdings can be sold, but they 
cannot be subdivided, and the existing law puts insuperable 
difficulties in the way of^adding one holding to another so as 
to make a large farm. '^According to a new law which is now 
being proposed, “No peasant farm, as existing at the moment 
of the passing of the law, may be extinguished or diminished 

area without the sanction of the iSIinistry of Agriculture, and 
the period for which a farm or part of a farm may be leased 
without the sanction of the ISIinistr}^ of Agriculture, is reduced 
from so to 10 years. A small holding may not be extinguished 
or diminished in area below the minimum fixed for its grade, 
except with the sanction of the ^Ministry and in the public 
interest. The land is graded by official valuers and official 
inspectors watch over the observance of the lavv.. Fines up to 
2,000 kr. may be imposed for its breach. The problem of 
fragmentation is tackled b}'' legislation which compels the culti- 
vators to accept restripment and consolidation of holdings when 
a certain percentage of the cultivators desire it. In Austria 
scheme is forced on the rest if 66 per cent of the cultivators 
"agree to it ; in Switzerland this is done if approved by 66 
per cent of the cultivators • representing more than half the 


* Strickland ; Studies in European Co-opcralion, Vol. II, Chap. V 
quoted b}' Radhakamal Mukherjee : Land Problems of India, p. 59. 



no 


INDIAN ECONOMICS 


land ; while in Prussia and Japan a inajorit}^ coerces the rest. 
Experience ever 3 ’^where has shown that voluntar}- agreements 
among the peasant proprietors are not equal to the task of 
securing consolidated holdings and legislation is unavoidablj^ 
necessary. Such legislation, as"^ we have seen, has been on the , 1 
lines of compulsory consolidation of holdings when a certainv. 
percentage of the cultivators desire it, subsequent indivisibility 
of reconstituted • holdings, and the prevention of the reconsti- 
tuted holding from being combined with other holdings, j 

Remedial Measures in India. The Royal Commission on 
Agriculture observes in its report,* “In the evidence given 
before us, no practical suggestion was put forward for the 
prevention of further subdivision without interfering with the 
laws of inheritance.” It is generally accepted that no practical 
suggestion is reallj’’ possible until more occupations alternative 
to the cultivation of land become available. Thus the problem 
of agriculture in India ultimatelj^ depends for its solution on 
industrial development ; and until industries provide an alter- 
native occupation to our superfluous agriculturists, the evil^, s 
of subdivision of land cannot be eradicated. Without aiv,/ 


alternative occupation to which the non-inheriting children of 
the agriculturist could resort, any successful interference with 
the laws of inheritance is not practical proposition .'inter- 
ference with the ordinary laws of inheritance has not been tried, 
except in new colonies where special conditions can be attached 
to new grants, or in the case of large owners rich enough to 
provide for the younger sons. Subdivision is retarded 
wherever restrictions on the alienation of land are imposed. In 
the Punjab canal colonies, subdivision has been checked by 
restrictions on alienation, . and, in the case of certain grants, 
by the limitation of succession to a single heir. But it has not 
served to prevent subdivision of cultivation ; and the singlq 
heir, when the elder brother, is not in a position to refuse a'- 
livelihood to his younger brothers, even though he cannot give 
legal rights in the land.V'lt has been suggested that Muham- 
madans might find relief in the Egyptian custom whereby, 


* P. 138. 
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altlioiigh the laiid is nonuhally divided among the heirs, it is 
-actually left in the hands of one to cultivate on behalf of the 
ivhole number or rtiay be handed to trustees to manage for all. 
.-'^int farming of the inheritance without partition iias beeii 
■advocated for Hindus. The Belgian custom wherebj'’ one heir, 
Tisuall}’- the eldest son, bu3’'S out the rest through the agency 
of mortgage bonds would, if adopted, check both subdivision 


and fragmentation. But none of these proposals is likely to 
meet with success until, as stated above, occupations alternative 
to the cultivation of land become available ; that is, until 
industrial development in the countr}' registers a substantial 
progress.,/" The real solution of the problem of subdivision of 
land lies in finding a suitable occupation for those descendents 
•of the agriculturists who have to leave agriculture.^ 

.^We shall now proceed to discuss the remedies for frag- 
mentation of holdings. The onl}" measure that promises relief . 
from the evils of fragmentation is the process which is generally 
known as ' the consolidation of holdings, though it is in reality 
the substitution, by exchange of land, of a compact block for 
■a number of scattered fragments. Some striking results have 
been achieved on these lines in the Punjab through the''ageucy 
of the Co-operative Department. Bj’’ the end of Julj’' 1930 
about 263,000 acres had been consolidated. o-'The conditions in 


the Punjab are particularly favourable to the consolidation of 
holdings as its villages do not exhibit marked differences in 


the character of population and the quality of the soil. Again, 
'Consolidation is easier owing to the recent colonization of the 
canal-irrigated areas as well as on account of the simplicity of 
the land tenure system prevailing' there. Even so, the con- 
•solidation of only about 263,000 acres out of a total cultiviable 
■area of 30 million acres works out at less than one per cent. 
]\Ioreover, it is onty the problem of fragmentation which has 
keen tackled in the Punjabi, aud nothing has been done there 
to prevent subdivision. Moreover, there is no guarantee that 
in the future the work of consolidation will not be undone. 
'/Dbviousty in order to check excessive, fragmentation it will be 
^ necessary to resort to --legislation ; and tlie Punjab officials 
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responsible for the;-acliievement of co-operative consolidation of' 
holdings, such as Messrs. Calvert, Strickland ,and Darling, 
themselves testifie^to that effect before the Royal Commission 
on Agriculture. As has happened in Baroda, permissive 
legislation is hot likely to serve any useful puropse. Voluntary 
action, which has nob yielded any encouraging,- results even in 
Europe, cannot be relied upon in India, so that nothing short 
of compulsory legislation would solve the probleniv^ The 
Central Provinces Consolidation of Holdings Act was passed in 
1928 and has been applied for the time being to .the Chhattis- 
garh division only. The outstanding feature of the Act is that 
it gives power to a proportion, not less than one-half, of the 
permanent right-holders, holding not less than two-thirds of 
the occupied area in village, to agree ,to the preparation of 
a scheme of consolidation Avhich, when confirmed, becomes 
binding on all the permanent right holders in the village and 
their successors in interest. The scheme prepared by the con- 
solidation officer ma}’- be confirmed by the settlement ■officer or J 
deput}’- commissioner, if all objections are removed, or -by the 
Settlement Commissioner in other cases. No appeal lies but 
the local Government has power to revise. Civil courts are 
barred from jurisdiction. The Royal Commission on Agricul- 
ture'-' express their opinion that in view of conditions in 
Chhattisgarh, which they had opportunities of appreciating 
personally, this legislation should prove of value. The Bombay 
Small Holdings Bill of 1927 could not get through the local 
council on account of strong opposition to it both inside the 
council and outside. The crux of the criticism was that there 

• f ' * 

were not available any reasonable opportunities for the .absorp- 
tion of - the dispossessed holders in profitable employment. 
We ha-ve already ■ discussed the point that without rapid 
industrialization which would provide an alteimative occupation, 
it is not possible to solve the problems of subdivision and 
fragmentation. 

The Place and Problems 'of Irrigation. The chief 
characteristics of Indian rainfall are its unequal distribution. 


' Report, p. 140 . 
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over the country, its irregular distribution throughout the 
seasons, and its liability to failure or serious deficiency. This 
failure or deficiency can be only -made good b}’’ irrigation, which 
plays so large a part in agriculture in India that no study of it 
'‘■would be complete, which failed to examine its present position 
and future possibilities. In general the problems of irrigation 
fall into three main classes. In the first class, the problem is 
how best to’ utilize the water of rivers without recourse to the 
construction of storage works. The problem is in general solved 
by conducting the water drawn off from the rivers along 
contour levels, sufl5cientl3’’ high above the general levels of the 
fields to be irrigated, to permit the water to flow on to them by 
gravity. The irrigation canals of the Punjab supply notable 
examples of this type. In the second class, the problem is the 
management of the deltas of the rivers in such a way as to 
combine the protection of cultivation from wandering rivers 
with the regular supplj^ of water necessary to the full develop- 
ment of cultivation in these fertile areas. The chief examples 
^of the successful -solution of this problem are to be found in the 
‘• management of the deltas of the Godavari, the Kistna, and the 
Cauvery in the Madras Presidency. In the third class, the 
problem is the storage^ of surplus water by means of dams 
across the line of flow and their gradual release as required for 
the purposes of cultivation. The Sukkur Barrage in Sind is 
a notable work of this type. It will be, in the main, only from 
works of this class that any large extension of irrigation may 
be anticipated. The reasons for the construction of irrigation 
works vary greatly. In some cases, for example in Sind and 
over large areas of Punjab, where the rainfall is normally 
insufficient to ripen the crop, no cultivation is possible until 
schemes of irrigation carry the essential water to the land. In 
■^ther cases, as in parts of the Deccan, the rainfall, though 
normally sufficient to ripen the crop, is yet so precarious that 
without irrigation there can be no assurance to the cultivator 
that his crops will matiure. Yet again there are cases where 
irrigation is needed more as a precaution- against famine than 
as a requirement of the normal year. The canals in the United 
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Provinces, Bihar and Orissa and the Central Provinces provide ' 
examples of this type. The last general examination of thc^ 
position in regard to irrigation in India was carried ont by the 
Indian Irrigation Commission which was appointed in 1901. 
Tiie report of the commission which appeared in 1903 was so^^ 
comprehensive and its recommendations so exhaustive that no 
further enquiry of a similar character has been considered 
necessary. The development of irrigation which has since 
taken iilace has been, in the main, on the lines laid down bs* 
the Commission. 

Productive and Unproductive Works. Previously all 
Government irrigation works were divided into three classes : 
productive, protective, and minor ; but during the triennium 
1921-24 this was changed, and now all works, for which 
capital accounts are kept, have been reclassified under 
two heads : productive and unproductive, with a third 
class embracing areas irrigated bj* non-capital works. The 
test of a productive work is that it shall, within ten 
years of the completion of construction, produce sufficient^ 
revenue to cover its working expenses and the interest charges 
on its capital cost. i\Iost of largest irrigation schemes in India 
belong to the productive class. Unproductive works are con- 
structed primarih" with a view to the protection of precarious 
tracts and to guard against the necessit}'" for periodical exiiendi- 
ture on the relief of the population in times of famine. They 
are financed from the current revenues, generally from the 
annual gi'ant for famine relief and insurance, and are not 
directly remunerative. The construction of each such work is 
separately justified by a comparison of the value of each acre 
protected with -the cost of such protection. Nearly one-eighth 
of the whole area irrigated in India from Government works is^ , 
nflfected by minor works for which no capital account is kept. 

Extent, Revenue and Produce. The aiea iirigated b3'^ 
Government irrigation works was 31 million acres in 1930-31 out 
of which the Punjab had the largest share of 11.49 million 
.acres, Madras had 7.6 million acres, the United Provinces had 
4 million acres and Sind had 3.7 million acres. The total capital 
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invested in the works was Rs. 136.44 crores in 1930-31. The 
gross revenue for the year was 12.09 crores, the working 
expenses Rs. 5.69 crores, and the net return on capital worked 
vout at 4.7 per cent. In this connection it must be remembered 
'Jthat apart from unproductive works on which the return is 
negligible, .tlie capital invested includes considerable expendi- 
ture amounting to Rs. 40.96 crores upon four projects of the 
first magnitude, namely, the Lloyd (Sukkur) Barrage Project, 
the Can very Metur Project, the Sarda Canal Project and the 
Sutlej Valley Project, which were then under construction and 
' contributed little or nothing in the way of revenue. Of the 
several prownccs, the return on the capital invested in pro- 
ductive works was highest in the Punjab, where the canals 
5’ielded 12.64 per cent., and it was the lowest in the Deccan 
where the yield was about i to 2 per cent. The total length 
of main and branch line canals and distributories in operation 
amounted to 75iOoo miles'; and the estimated value of crops 
. raised on areas receiving state irrigation amounted to Rs. 86. 19 
in 1930-31. 

The Irrigation Policy of Government. Irrigation works 
have existed in India since times immemorial. Apart from 
wells and tanks, there are some notable instances of large 
irrigation works carried out in ancient days" in India. The 
oldest and most famous of these is the Grand Anicut across the 
Cauver}’’ in Madras which dates back some 1600 j’'ears and, 
even before the improvements effected in the nineteenth century, 
irrigated over 600,000 acres. In the north, the Western Jamna 
Canal is attributed to Firoz Shah in the fourteenth centuiy, 
and the Eastern Jamna Canal was started by Shah Jehan in 
the seventeenth century. The original Upper Bari Doab Canal 
‘.'^cl some of the inundation canals taking off from the Indus 
arc also of ancient date. These examples suggested the con- 
struction of the large perennial irrigation works under the 
British administration. In the early British period, however, 
irrigation works were neglected as the new government did not 
take an3'’ interest in them. The result was that some of the old 
irrigation works we’ie ruined. By the middle of the last 
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century there was a change in the policy of the Government 
who began to repair and revive the old works. The unsuccessful 
experiment of entrusting the work to private British guaranteed 
companies affected irrigation adversely. But subsequently 
Government revised its policj^’ and undertook the constructiorX 
and maintenance of irrigation works themselves, raising the- 
necessary loans for the purpose. Under this policy the great 
irrigation works in the Punjab and some other provinces, which . 
have had such beneficent results, have been constructed. It is 
generally admitted that until comparative!}* very recently the 
Government in this country did not take 'much inteiest in 
irrigation. The first year in which figures for irrigation were 
recorded in the “Agricultural Statistics of India” in a fairly 
complete form was as late as 1908-09. 

New Irrigation Works. The major works of exceptional 
importance are the Sukknr Barrage and Canals in Sind, the 
Cauvery (Mettur) project in Madras, and the Sutlej Valley 
Canals in the Punjab. The Sukkur Barrage, which was opened 
in 1932, is the greatest work of its kind in the world, measur^ 
ing 4,725 feet betv'een the faces of the regulators on either^ 
side. The total cost of the scheme is estimated at Rs. 20 crores. 
The anticipated area of irrigation is 5^4 million acres, of which 

2 million acres represent existing innundation irrigation which 
wfill be given an assured supply of water by the new canals. The 
anticipated net revenue represents a return of 10 per cent, on the 
capital, but with the severe fall in agricultural prices these 
calculations require drastic revision. On the other hand a large 
increase in general revenues may safel}'’ be anticipated from 
the area of 3 million acres of waste which will be brought under 
cultivation. The increase in the production from land is 
estimated at Rs. 2,500 lakhs per annum. The total area to 
irrigated b}'' the Sutlej Valley works is a little over. 5 million v. 
acres of which about 2 million acres are perennial and about 

3 million acres non-perennial irrigation. While, 1,942,000 acres 
are in British territory, 2,825,000 acres are in Bahawalpur and 
341,000 acres are in Bikaner. The total cost of the scheme was 
estimated at Rs. 1,460 lakhs. Upon tliis -a return of 12 K per 
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cent, is anticipated from water-rates alone ; and if we include 
• tlie sale proceeds of the desert land which is now irrigated, 
the anual return will be about -3S per cent. It bids fair ta 
•rival the Lower Chenab Canal, the return from which was more 
Jban 50 per cent, in 1929-30. These anticipations must be 
modified, however, in view of the fact that a revised estimate 
for the project amounts to Rs. 2,376 lakhs and agricultural 
prices have fallen substantially. The Cauveiy Reservoir pro- 
ject, which will cost about Rs. 7 crores and will extend 
irrigation to a new area of 301,000 acres, is making satisfactory 
progress. The Sarda-Oudh Canals in the United Provinces 
were inaugurated in 192S and the project will irrigate more 
than a million acres. The Damodhar River (Canal) project, 
which will irrigate iSo,ooo acres of rice lands in the Burdwan 
and ■ Hooghlj’" districts of Bengal, was commenced in 1926-27. 
A comprehensive irrigation programme extending over a period 
of 14 years is under investigation in the Central Provinces. 
The possibility of increasing irrigation in the North-West 
^’^rontier Prownce is also receiving attention. 

Irrigation versus Railways. At present the rival claims 
of irrigation and railways are not subject to dispute ; but the 
controversy was hot and fierce in the beginning of the canal 
era some forty years ago. As the late IMr. R. C. Dutt pointed 
out, up to 1902 the Government had spent only about Rs. 38 
crores on irrigation as compared with Rs. 370 crores on 
railways. This was in spite of the fact that the railways had 
till about the beginning of the century been run at a loss, and 
frequent famines shoived the urgent need for the extension of 
irrigation. Mr. Dutt was thus forced to the conclusion that 
heav3^ expenditure on railways was undertaken under the 
pressure of British interests who stood to profit b}’’ the opening' 

of Indian markets and the employment of British capital, 

' ,(?nd thus irrigation came to be neglected. The controversy has 
died out because the railways ceased to be a losing concern and 
the government has adopted a more liberal policj’’ towards irri- 
gation. As a matter of fact, while it may be a matter of dispute 
to determine the exact importance of railways and irrigation in 
Indian economy, the}’- are by no means antagonistic to each other 
and actually supplement each other. While irrigation increases 
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th!e production of foodstuffs and raw materials, railway are 
necessary to transport them wherever they are needed. But it - 
must be added that the irrigation policy of the- goy eminent needs- 
to be further liberalized, an4 while protective irrigation maj’’ not , 
be remunerative to the state in terms of financial return, it iC^ 
amply remunerative in terms of file welfare of the people, which- , 
should be the acid test in determining -the irrigation policy. 

Some Evil Consequences of Canal Irrigation. While 
irrigation generally has had very beneficent results, - water- 
logging and salt effervescence are dangers particularly associated 
with canal irrigation. These dangers have not; alwa3^s been 
effectively ‘guarded against, with the result that soils have some- ’ 
times deteriorated as a result of irrigation. It is estimated, 
that in the Punjab 125,000- acres were thrown, out of cultivation 
in 1926-27 by the rise of subsoil water ; and a much larger area 
has been affected by the appearance of , salts driven to the 
surface of the soil, and there is a;, danger, of the evil spreading - 
further. It is generall}’- acknowledged that the; oonsid.erable- 
wastage of water b}”- the ; cultivator in the canal-irrigated arer^* . 
is one of the causes of water-logging and salt effervescence. 
The uncertaintj^ of water supph^ is an important factor in this 
connection, and the cultivator alone, is ,not to blame. The 
Agricultural Commission recommends that further investiga- 
tions and experiments should be undertaken- before, a. final 
decision about the sale of water b\^ volume is arrived at. 
Further, the lack of drainage in the canal -irrigated areas, has ; 
converted originalh’- health}'’ tracts into malarious ones, over 
and above its adverse effects on- agriculture. -The Agricultural 
Commission has made a sound recommendation that a careful 
drainage survey should -form in future ap integral part of all 
new irrigation projects and . that drainage maps should te/j 
prepared. - ■ . - , ^ 

Wells. So far we have dealt only with the' great irrigation 
schemes, but well-irrigation is, and will alwa}=^s remain, a \dtal 
factor in Indian irrigation. The most recent -figures give 
thii'ty per cent, of the- irrigated area, in India as behig under, 
wells. Moreover the well is an extremely efficient instrument 



agriculture ; the PROBLEjSI of .land 1 19 

of irrigation. When the cultivator has to raise every drop of' 
water he uses from a varying depth, 'he is more careful in the 
use of it ; well water imposes at least three times as much 
duty as canal water. Again, owing to the cost of lifting, it is 
^’jrgenerally used for high grade crops. It is estimated that well- 
irrigated lands produce at least one- third more than canal- 
water- lands. Although the huge areas brought under cultiva- 
. tion by a single canal scheme tend to reduce the disparity 
between the two S5^stems, it must be remembered that the 
spread of canals increases the posibilities of well irrigation by 
adding, through seepage, to the store of subsoil water and 
raising its level. It is estimated that there are about 25 lakhs 
of wells in various parts of the country and they represent a 
capital outlay of about a hundred crores of rupees. Wells are 
mostty private works and Government have sj’^stematically 
encouraged well irrigation by advancing loans for the purpose 
and exempting well watered lands from extra assessment due 
to improvement. Bullock power is generally used for lifting 
'."^the water out of the wells and recently attempts have been 
■J^^made, particularly in Madras, to substitute mechanical power, 
furnished by oil engines, for the bullock. This has been found 
economical where the water suppty is sufEcientty large. There 
is plenty of scope in all the provinces for the extension of well 
irrigation. While the Agricultural Commission was opposed to 
the United Provinces plan of subsidizing the construction of 
tube-wells, they recommend government assistance in the shape 
of technical advice, takkavi loans, and the lending of boring 
equipment and skilled labour on pa3’ment of a moderate fee. 

Tanks. Next to the well, the indigenous instrument of 
irrigation is the tank. The village or the roadside tank is 
^ one of the most conspicuous features in the Indian scene. The 
tanks vary a great deal in size and range from great works, 
holding up billions of cubic feet of water, and spreading their 
waters through great chains of canal, to the little village tank 
irrigating a few acres. Tank irrigation is practically unknown 
in the Punjab and in Sind, but it is found in some form or 
other in all other provinces, including Burma, and finds its 
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highest development in hladras. Some of these works in 
Madras are of great size, holding from three to four billion 
cubic feet, with water spreads of nine miles ; and even for 
petty irrigation works of this variety, Madras holds the record •; 
with over 35,000 works which serve between two and a, hah ^ 
to three million acres. In the ryoi-wa-ti tracts of Bombay and 
Madras, all but the smallest tanks are controlled by Govern- 
ment. In the zemindari tracts onty the large tanks are state 
works. The area irrigated from tanks is about 8 million acres, 
but in many cases the supply of water is extremely precarious. 

The tanks are a poor refuge in famine as the rainfall does noh 
suffice to fill them and they remain dry throughout the season. 
Many old village tanks, due to long neglect, have been sUted 
up and are out of repair. A more vigorous policy wliich would 
put them in working order would be obviously helpful. 

Permanent Improvements on Land, One of the out- 
standing features of Indian farming is the almost entire absence 
of permanent improvements on land, and generally speaking the 
landscape owes little or nothing to the hand of man. The^^ 
fields mostly lie umvatered, unfenced and u nembanke d,^ 
out shelter for man or beast. Without proper fencing, a 
scientific rotation of crops is not possible, and wild animals 
and stray cattle do a lot of damage. It also involves numerous 
boundary disputes and a good deal of labour in connection with 
herding cattle and safeguarding crops against thieves. In the 
absence of wind-breaks, a certain amount of damage is caused 
by the freely ^blowing winds. The absence of figld_emb a nk- 
ments is responsible for a good deal of soil erosion which 
causes the agriculturist very considerable damage in some parts 
of the countrJ^ Again, the soil is mrely graded and levelled 
properl}’- to secure uniform absorption of water. The absepce ^ 
of a satisfactory system of drainage is responsible for a good 
deal of water logging, particularly in the canal area ; and in 
some iirovinces railway embankments have interfered with the 
natural drainage of the countryside. If an outlet for excessive 
water is provided, it is allowed to run over other people’s land 
and damage it ; and thousands of acres of valuable land have 
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"been thus hopelessly ruined. A proper control of surfa<^e 
drainage is necessary for the benefit of the agriculturist, t/it 
IS obvious, however, that it is far beyond the means of the 
. individual cultivator to make provision for embankments, 

^ ? fencing and drainage, and the problem requires resort to either 
' Joint schemes of land- improvement for its solution, or to 
state action. Some of the provincial governments have recently 
appointed special embankment officers, and we are of opinion 
that without state action the problems will not be solved. 
Anothef serious defect is the absence of farm buildings. The 
result is that a good deal of time anU labour is wasted for both 
men and cattle in going to and fro from the field to tlie village 
home ; and as the farmer lives away from his fields, the 
supervision is more difficult. Cattle are housed with the men 
in the village which is highly unsatisfac^y. It must obviously 
entail a considerable loss of manure.^-^ut the solution of the 
problem by means of housing the agriculturist on his fields is 
by no means easy. The cultivator requires the protection and 
.^security of the -village ; he is attached to his ancestral village 
^ home ; the expense of putting up a new house on the farm is 
generally beyond his means ; on account of fragmentation of 
holdings the agriculturist has not one but several tiny farms ; 
and lastly the -village well provides the cultivator with drinking 
water which he cannot get on his scattered holdings. But a 
solution must be found for these various difficulties in the 
interests of better farming. 



CHAPTER VII. 


AGRICULTURE : THE STATE AND LAND TENURES. \ 


I. The state in relation to Agriculture 


Historical Survey. Until compai'atively veiy rencentl}'’ the 
state in India had very little to do Avith agriculture Avith the 
exception of realizing the land revenue. The agricultural ^ 
departments in the various provinces Avere started as late as 
1884 as a result of the recommendations of the Famine 
Commission of 1880, and representations of the Lancashire 
cotton industiy, Avhich Avas interested both in the cultivation 
of long staple cotton in the country, and the prospeiit}^ of the 
Indian agriculturist Avho consumed its products. To begin AAuth 
the agricultural departments in the country confined their 
actiA^ity to a certain amount of statistical AA^ork in connection^/^ 
AA'ith agriculture ; and they AA^ere further handicapped b.\ 
meagre grants and additional AA^ork in the shape of keeping 
land records and supervision of land registration. The agri- 
cultural departments had a nominal existence, but for all the 
benefit A\duch the agriculturist derived from them, they might 
as Avell have not existed. The old laissaiz fairs policy of the 
government Avas persisting under a different garb. It Avas in 
1905 that, thanks to Ibord Curzon, the agricultural depart- 
ments AA’’ere reorganized, some proAusion Avas made for agricul- 
tural research and instruction, and the departments Avere 
relieved of the extra AA’ork AAutli wdiich they had been saddled. 

A central research institute Avas organised at Pusa, and to it^j 
Lord Curzon devoted tlie greater part of a generous donation 
of ;£3 o,ooo given by Mr. Henr^’- Phipps of Chicago. Agricul- 
tural colleges Avere started at Poona, CaAAmpore, Nagpur, 
Ls’^allpur, Coimbatore and Mandala}’", and proA^incial research 
institutes Avere set up AAutli an experimental farm in eacli 
important agricultural tract. With the advent of the Montford 



AGRICUIvTURE : THE STATE AND LAND TENURE 


123 


reforms, agriculture became a proviucial transferred subject, 
but the Government of India retained responsibilit}^ for central 
research institutions which comprise the Agricultural Research 
Institute at Pusa (which has been transferred to Delhi), the 
'Imperial Institute of Veterinaiy Research at Muktesar, the 
Imiaerial Institutes of Animal Husbandry and Dairying at 
Bangalore and Wellington, the Imperial Cattle Breeding Farm 
at Karnal, the Creamery at Anand, the Imperial Sugarcane- 
breeding station at Coimbatore, and the Sugar Bureau at 
Cawnpore which has recently been transferred from Pusa. In 
accordance with the recommendations of the Royal Commission 
on Agriculture, the Imperial Council of Agricultural Research 
was established in 1929 and this body is now responsible for 
all agricultural research affecting the country as a whole. To 
form a connecting link between the cultivators and the Agri- 
cultural Departments, various district and taluka agricultural 
associations have been started all over the countr3’^, and through 
them the Agricultural Departments organize propaganda work 
r'-to secure the adoption of new methods and improved imple- 
^"ments, as well as the use of pure seeds of improved varieties and 
new artificial manures. More than 13 million acres are known 
to be under improved crops and the further area due to natural 
spread is indeterminable. The Royal Commission on Agricul- 
ture authoritativelj'- reviewd the position, and while recognizing 
what had been achieved, it emphasised the enormous field for 
future work to which all witnesses had drawn its attention. 
The agricultural departments have shown that the application 
of science to Indian agriculture is a practical proposition, and 
that the individual cultivator can be reached and his methods 
improved. The problem is how to develop and intensify such 
i^vork so that a general advance in agricultural practice would 
'■result. The situation created by low prices for all agricultural 
produce, and intense competition in world markets from pro- 
duction in excess of effective demand, can be only met by 
increased efficiency in our agriculture. 

The Handicaps of Agricultural Departments. The greatest 
• handicap of the agricultural departments is the paucity of funds 
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placed at their disposal. It was verj’ late in the da}' that 
go\’ernment awoke to its responsibilit}' to the agriculturist and 
then for some time its activities in this connection were me- 
chanical and half-hearted. It must be acknowledged that a 
change for the better has occured in the government policy but"^ 
even now it is estimated that only about i per cent of the 
re\’enue of the country is spent on the development of its 
chief and basic industr}*. As against that the United States 
of America spends about eleven times as much on agricultural 
development as India does, even though its population is only 
about one-third that of India, and onl}' about 30 per cent of 
population is supported by agriculture. Besides, the Depart- 
ment of Agriculture in the United States has put in its worldng 
an efficiency and drive which are truly remarkable. A recent 
English writer'' describes it thus : 


The Department of Agriculture acts like a University. 

A University has a two-fold purpose : research and tuition. 
The United vStates Board of Agriculture acts like a gigantic 
University. It carries out research by thousands of experts ^ 
of its own. In addition, research is carried on indepen- 
dently b}' thousands of experts employed by the richly 
endowed Departments of Agriculture belonging to the 
individual States. The results of these investigations and 
of the experiments made by private societies and indivi- 
duals are collected, sifted and classified at Washington, 
and are then communicated to the agriculturists by means 
of pamphlets, books etc. The United States Department of 
Agriculture teaches not only by means of its publications — 
it might fitly be described as the greatest correspondence 
school in the world — but also by lecturing, as does every 
University. 


Again, Japan has a population about one-sixth that of 
India, and its expenditure on agricultural improvement is five 
times as much as that of India, without taldng into considera- 


J. Ellis’ Barker, America's Secret (1927) pp. 243-245 quoted by 
Sir M. Visvesvaraya, Planned Economy for India, p. 43. 
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tion the fact that the percentage of population dependent upon 
agriculture in Japan is very much less than it is in India. 
Under these circumstances it is not surprising that agriculture 
in India is very baclcward as compared to some other countries, 

: mthout taking into consideration other fundamental deficien- 
, cies of our agriculture. A drastic revision in the expenditure 
of public revenues is obviously essential in order to promote 
the economic welfare of the people, the bulk of whom are 
agriculturists. 

Other State Help. Among other items of state lielp we may 
mention protective taxes on wheat and rice imported into the 
countr}’'. This is undoubted]}^ helpful to the cultivator who grows 
wheat and rice, but the fact that protection of wlieat and rice, 
which constitute the staple food of the people, should be a 
necessity even in the Indian market, is a sad commentaiy on 
the baclcwardness of our agriculture. Incidentally, it may be 
pointed out that the prospects of the exports of these commo- 
dities must nalurall}’' be ver}" gloomy when they cannot 
' (lispense with protection even in tlie home market. We shall 
discuss the problems of credit, co-operation and marketing 
ill the chapters devoted to these subjects. But the most 
fundamental item of state help is the education of the 
peasantry, and its importance cannot be over-emphasised. 
Plato justly obsen^ed in his RcjytibJic that if we solve the 
problem of education, it will solve all our other problems. 
Onty a tiny fraction of the people in the countT}’' is literate, 
and a cultivator who can read and write is a rarity. The 
problem of literac}’’ has been solved ever^j'wliere in the world 
by state activity, and the failure of the government in this 
connection is a severe handicap for the Indian cultivator, 
.^he illiterac}’' of the peasant cuts him off completely from 
nvery progressive movement and renders all improvement 
difficult, if not impossible. Illiterac3^ aggravates indebtedness 
as the cultivator does not understand the exact significance 
of any contract into which he is entering and he is liable to 
be cheated. It promotes extravagance and improvidence and 
makes it difficult for him to break though the traditions he 
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has inherited. Above all it prevents that mass awakening’ 
without which an}’’ real progress is not possible. Literacy is 
an indispensable factor in promoting the all-round efficiency 
of the cultivator. The educational machinery, such as it is, ^ 
requires to be drastically overhauled in order to bring it in } 
line with the actual necessities of the agriculturist. At present 
the effect of our educational system is to give the pupil a 
distaste for manual labour and rural life, and this is due to the 
fact that though India is predominantly a rural country, it is 
the urban point of view which is emphasised in our text books 
and the educational system general!}'. The machinery for 
agi’icultural education consists of agricultural middle schools - 
and agricultural colleges. Agricultural middle schools are 
technical schools providing a course in^ agriculture of a practical 
character, and receiving pupils at the age of about thirteen, after 
they have undergone a course of general education. The few 
institutions which have been started have not been a conspi- 
cuous success, and there does not seem to be any future for 
them, uutill the standard of agriculture amongst the parents 
has been sufficiently raised as to recognize the value of agri-'"^ 
cultural education. Agi'icultural colleges are intended to train 
the future personnel of the agricultural departments and to 
provide teaching in modern methods for those taking to farming 
as landowners or agents. They are also the provincial centres 
for scientific research in agriculture. The Royal Commission 
on Agriculture recommends that all candidates for higher 
agricultural services should undertake a course of post-graduate 


training at Pusa. But the most promising feature of agricul- 
tural education is the polic}’’ of the educational departments in 
the Punjab and United Provinces to give a rural bias to primary 


education, and the Punjab has further introduced the teachine-rf’ 
of practical agriculture ni the vernacular middle schools. ^ 


Farms are attached to schools where agriculture is taught, and 
the scheme has met with considerable success and ma}^ be 


adopted by the other provinces as well. But, on the whole, 


hardly a fringe of the problem has been touched, and the 
responsibility for agricultural education must be shouldered by 
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the government. The universities can help by emphasising the 
importance of the study of rural economics, a subject which 
has been comparatively neglected by following the example 
of England, where the conditions are entirely different and the 
p-ural community is comparatively unimportant. 

‘ Rural Uplift.^ While the actual amount of work accompli- 
shed in connection with rural uplift is negligible, it is a 
healthy sign of- the times that both the people and the 
government show an increasing appreciation of its supreme 
importance, ilahatma Gandhi, the most dynamic force in 
India, is concentrating all his energies on the All-India Village 
Industries Association ; and the Governnient of India has 
followed, for the first time in history, with a grant of rupees 
one crore for rural uplift. Tliis is all to the good ; and we 
earnestly hope that the competition between the people and 
the Government for serving the villager may succeed in ren- 
dering him help of whicli he stands sorely in need. The most 
important factor in rural uplift is not so much any particulai 
item in the programme of rural reconstruction as a change in 
4t-ae outlook of the villager, and the psychological factor is 
tiierefore more important than an}" material item. How to 
bring about this change in the outlook of the villager is the 
crux of the problem ; and while no ready made formula for 
such a change is available, we believe that only a quick and 
simultaneous forward movement in the social, economic, 
political and educational spheres can bring it about. The 
most interesting experiment in connection with rural uplift 
was conducted liy ITr. F. L. Brayne in the Gurgaon District 
in the Punjab. The experiment at Gurgaon was an inno- 
vation. It aimed at the enforcement of a comprehensive 
programme of village uplift by an intensive use of all 
j^racticable forms of propaganda such as lectures, cinema, 
' loud-speakers etc. Never before in any part of India was propa- 
ganda for village improvement used so intensively and 
extensively and with such full use of official au thority. The 

® Cf. Indian Economics— Jatliar & Beri, Vol. I, pp. 354 et seq. 
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experiment lias not been as successful as was hoped for ; and 
two iirincipal reasons for its failure have been that all the 
^details of the programme had not been carefully woi'ked out ; 
and secondly, the driving force behind it was official authority 
and propaganda, and the docile but reluctant villager submitted^ . 
as long as the external pressure was strong and continuous.'^ 
-Further, a sufficient account was not taken of the diversity of 
local conditions. The success of the experiment was ephemeral. 
But it has furnished us with some very useful object lesson ; 
there must be careful and detailed study of the local problems.; 
education and persuasion, as opposed to propaganda and 
authorit}^, must be the basis of reform ; the problem of rural 
uplift cannot be successfully tackled through individual effort ; 
and finally, a definite, well-planned and persistent campaign 
against the many evils affecting the countryside can yield 
tangible results within a reasonably short period The Agricul- 
tural Commission has drawn attention to another Punjab 
experiment, the Central Rural Community Board for the pro- 
vince, which is composed mainly of officials. This is linked up, 
with a Rural Community Council for each district which is- 
composed mainly of non-officials. The districts council receives 
help from the various departments concerned with rural recon- 
struction, such as Agricultural, Educational, Co-operative, 
Medical and Veterinary, and it co-ordinates the propaganda 
work of these departments. The finances are provided by Gov- 
ernment. Among Indian provinces the Punjab is far ahead in 
rural uplift and its effort is both comprehensive and concen- 
trated. Opinion is veering round that a single agency entrusted 
with the entire work of rural uplift would prove more effective. 

Royal Commission on Agriculture. The Ro}^! Commis- 
sion on Agriculture was appointed in 1926. It is the first 
commission appointed to examine and report on the condition- 

« 0 V 

of agriculture- in the countiy. While agriculture supports 
about three-fourths of the Indian population, it is sad to reflect 
that the first comprehensive effeort to examine the condition of 
the agriculturist was made so late as 1926, while innumerable 
commissions and committees have been appointed to examine 
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and report on comparatively minor issues. Even so its compre- 
hensive character was sharplj'^ limited by its terms of reference, 
which specifically stated that “it will not be vithin the scope 
of the Commission’s duties to make recommendations regarding 
the existing systems of landownership and tenanc}’- or of 
^assessment of land revenue and irrigation charges.’”-' These 
reservations are of vital importance and seriously detract from 
the value of the investigations and report of the commission. 
The conclusion cannot be resisted that the agriculturist in 
India has been badly neglected, and this neglect is largely 
responsible for his present unenviable lot. We may, however, 
•derive what comfort we can from the fact that there is some 
•change in the angle of vision of the Government, and though 
very late in the day. Government is partly awakening to its 
responsibility to the agriculturist. The report of the commis- 
-sion has done one useful service in making a comprehensive 
survey of the measures of rural uplift undertaken in different 
provinces. ' It is rather curious that so far there has been no 
attempt on the part of the provinces to co-ordinate - their 
^activities in this field with a view to benefiting from the ex- 
perience gained by each. We believe that this state of affairs 
would come to an end after the publication of the report. 
The recommendations of the commission which are dealt with 
in the different chapters on agriculture are, in their very nature, 
-of a general character ; and before any specific action can be 
taken, each province will have to undertake an intensive local 
survey of the agricultural conditions in different areas, and to 
•devise measures accordingly. 

Imperial Council of Agricultural Research. The most im- 
portant positive recommendation of the Royal Cdmmission on 
Agriculture is in connection with the organization of agricul- 
Vlural, including veterinary, research which is ultimatel}'- the 
'’foundation of all agricultural progress. Government immediate- 
Ij’- took action on it and the Imperial Council of Agricultural 
Research was created in 1929. Its primary function is to 
promote, guide and co-ordinate agricultui'al research through- 

Agricultural Commission Report, p. ii. 
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out the country ; aiicV the various departments of agriculture^ 
without being subjected to any administrative control look 
to it for guidance in all matters connected with agricultural re- 
search. It serves as a clearing house for all information in, 
connection with agriculture between the various provinces in the 
country and between India and other countries. It also makes ^ 
arrangements for the training of research workers. The Imperial 
Council of Agricultural Research is divided into a governing 
body and an advisory board. The governing body is^ presided . 
over by the member of the viceroy’s executivfe council in charp^ 
of agriculture, and consists of provincial ministers of agricul- 
ture, representatives of Indian legislature and commercial 
interests, a whole-time vice-chairman who is the principal 
administrative officer of the council, and two members of the 
advisory board. The latter body, whose dirty it is to examine 
all proposals in connection with research, consists of the 
principal administrative officer of the council as chairman, two 
whole-time officers, one agricultural and the other veterinary, 
as members, and a number of other nominated and electee 
scientific members, such as provincial heads of agricultural and---., 
veterinary departments, and representatives of Indian Univer-' 
sities, the Indian Central Cotton Committee, the co-operative 
movement, and a few other members. The Governor-General 
in Council can nominate additional members both to re 
o-overning body and the advisory board. The advisory board 
meets twice a year in a different place each time, and thus 
visit all the proffinces in turn. But the actual business o 
the board is continuous throughout the year and is carriec 
on by means of special committees such as the sugar committee, 
the locust committee, the indigenous manure committee anc 
others. The Agricultural Commission recommended an initial 
endowment fund of Rs. 50 lakhs ; but the Government of India y 
have given an initial lump grant of Rs. a5 labhs, supplemented 
by a fixed minimum grant annually. When the full schenie is 
set going, the annual grant would be Rs. 7‘25 lakhs of w ici 
Rs. 5 lakhs would be devoted to research and Rs. a'as lakhs 
to the cost of the stafi and secretariat. A number of Indian 
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states have given grants to the council and have got their 
representatives on it. The council has no permanent research 
institute of its own and its normal method of promoting 
agricultural and veterinary research is bs' means of research 
^grants to existing institutions. Provincial Research Committees 
have been formed in all the provinces as recommended by the 
Rojml Commission, and they work in co-operation with the 
Imperial Council. A number of grants to different universities 
and scientific institutions have been made for the investigation 
•of specific problems. 


II. Land Tanures. 

Historical Background of Land Revenue. Land revenue, 
that is claiming by the state of a part of the produce from the 
land, has existed in India since times immemorial. The Laws 
-of Manu mention one-sixth of the gross produce as land 
revenue ; and originall}’’ it was collected in kind and not in cash. 
,,>Tliis system had its own advantages, and as the share of the 
"\tate varied automatically Avith the produce, an elaborate 
system of remission and suspension of land revenue was super- 
fluous. But with the growth of population, the extension of 
cultivation, and expansion in the size of the state, such a 
system became unworkable, and sooner or later money economy 
came into use. Many settlements were made at different times 
by different rulers ; and among them the elaborate settlement 
■of Todar hlal, ■ the able finance minister of Akbar, stands out 
as pre-eminent. A systematic and detailed study of different 
kinds of soils was made ; land was carefully measured and 
divided into four classes according to its fertility ; the share 
\^f the state was fixed at one-third of the gross produce ; and 
^Yhe term of settlement was fixed at nine years. The Mughuls 
did not introduce any fundamental changes in the land revenue 
system of the Hindus, but the customs and usages of the 
Hindus were systematized, and regular records and revenue 
accounts were kept. After _ the death of Aurangzeb when the 
Mughul authority was falling to pieces, a system of revenue 
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farming came into use, as the central authority was increaingly 
unable to realize the land revenue from distant parts of the 
country. Under this system the right of collecting land revenue 
was sold by pnblic auction. In the beginning the revenue-! 
farmer was controlled by state officials and his office was nob ] 
hereditarj’’ ; but as the control of the centrol authority relaxed 
with the gradual break-up of the Mughul empire, the revenue 
farmer consolidated his position by taking full advantage of 
the political disorganization. It is hardly necessary to add 
that the ryois suffered heavily at the hands of these revenue 
farmers whose only interest was to extort money from the- 
cultivators by every means in their control. And there ,was 
no power in the land to check this oppression. When the 
British acquired political power. Lord Cornwallis, used to the 
western ideas of landowning, translated these revenue farmers 
into full-fledged zemindars, who are* thus the creation of the 
British regime. It is interesting to observe that while revenue 
farming was widespread, its effects were by no means uniform ; 
and while in Bengal it developed into the zemindan system 
under the British auspices, in Deccan it left hardly any perma- 
nent traces behind ; and in the United Provinces and the 
Punjab, more or less, the revenue farmers acquired only certain 
overlord rights. The net effect of the system of revenue 
farming was seen in the increasing complexity of - land tenures 

and rights. ' , • 

Three Main Types of Land Tenure. Land tenure, that is 

the way in which land is held, determines the person or persons 
responsible for the payment of land revenue, the recognition 
of the various interests and rights in the -land, and the nature 
of the unit of assessment adopted. The system of land tenure 
in this country exhibits almost every conceivable variation, 
large estates with thousands of tenants to tiny holdings which, 
are less than an acre in size. The three main types of land 
tenure in the country are the ryatwari, the zemindan and the 
mahalwari. In the ryatwari system land is held in single, 
small, independent units and the individual holders are separa- 
tely responsible for the payment of land revenue. In the 
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zemindari s}’’stem generally one individual or at most a few joint 
owners are recognized as landowners of considerable estates 
and are responsible for the land revenue of the whole estate. 
.And in the mahalwari system there are smaller village estates 
;..vhich are held by co-sharing bodies or village communities, 
the members of which are jointly and severally responsible for 
the land revenue. 

Two Main Types of Village Constitution. The internal 
constitution of the village has an important bearing on the 
question of land tenure and the form of revenue settlement, 
and so we must study it. There are two main t3"pes of villages 
in India. In the ryatwari village, land is owned and cultivated 
separately by the various owners. The waste land of the 
village may be used by the villagers for grazing and wood- 
cutting but it is the property of Government. Land revenue is 
assessed on each separate holding and the particular individual 
is responsible for its payment. The individual cultivators enjoy 
in common the services of the village artizans and menials and 

subject to the common village officials. But apart from 
these, the individual cultivators are not tied down together. 
The village headman and the other village officials enjoy greater 
power and prestige in the ryatwari village than in the zemindari 
village. The ryatwari village is pretty universal in the country, 
and before the creation of the zemindars under the British 
regime, it existed everywhere. At present it prevails in 
Bombay, Madras, Bihar and Central India 

The zemindari or joint village is owned by a single indi- 
vidual or his descendants, and in either case it is treated as 
a single unit. While generally the individual zemindar does 
not cultivate himself, at times some of the co-sharers engage 
^ ^ the work of cultivation. The waste land is the property of 
the village community and can be partitioned or cultivated 
without the leave of the Government. The responsibility for 
the payment of the land revenue rests with the individual 
zemindar, and in the case of co-sharers, they are jointly and 
severally .responsible for the payment. The common affairs of 
the village are managed- by the representatives of the leading 
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co-sharers, and while there is no village headman, an individual 
may be selected to deal with the Government in connection 
with land revenue etc. This type of village is strongly deve- 
loped in the Punjab and is representative of Muslim ideas, | 
just as the ryatwari village is representative of Hindu ideas.*' 
The origin of zemindari villages is quite - interesting and is 
generally due to joint inheritance from a common ancestor 
who may have acquired it as the result of a special privilege, 
a grant, unsurpation, or the dismemberment of a ruling faniily 
and its territory. In some parts of the country, as in Bengal, - 
Oudh and Agra, there are large zemindari estates which 
include a number of villages. The present holder is generally 
a descendant of' a former ruler, or a revenue farmer or some 
high official, a grantee, jagirdar or inamdar. There is a great 
deal of complexity in the zemindari land tenure due to 
historical circumstances such as wars, tribal and local conquests. 


the rise and fall of ruling families and so on. 

Sub-Proprietary Rights. As a result of war, conquest,, 
grant or revenue farming, on the one hand there was a supei‘-t 
imposition of rights, and on the other hand original proprietary 
rights degenerated into sub-proprietary or tenant rights. The 
result was a great deal of confusion in connection with rights 
in the land and a very complicated system of land tenure in the 
zemindari tracts. While in the ryatwari tracts generally 
speaking the cultivator is also the landlord, in the zemindari 
tracts a number of intermediate interests have come into exis- 
tence and the Bengal Banking Enquiry Committee''' cites an ex- 
treme example of one estate in Backarganj where there are as 
many as thirty intermediaries between the proprietor and the 
cultivator. But generally speaking the principal interests in 
the land vary from one to four. When the Government i^- 
the sdle proprietor of a piece of land, there is only one inte- 
rest ; in the ryatv^ari tracts there are tv^o interests : Government 
which receives land revenue and the ryot who owns and culti- 
vates the land ; in the zemindari tracts there are three interests 


=== Quoted by Jathar and Beri : Indian Economics, Vol. I, p. 370 
footnote. 
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as there is also the zemindar who is an intermediary between 
the Government and the actual cultivator ; and there are four 
interests when the intermediaries between the Government and ? 
the actual cultivator are a zemindar and a sub-proprietor, or 
an overland and an actual proprietor. Obviously the number 
of intermediaries cannot be limited to any fixed number, and 
we have dealt only with the principal types. In recent years 
there has been a strong tendency, more particularly in the 
permenantly settled tracts and where an inferior landownership 
has been in ■v^ogue, for these intermediaries — patnidars, dar- 
patnidars, se-patnidars etc. — to multiplj’, with the result that 
the legal status and the economic position of the actual tillers 
of the soil have been steadily lowered. A patni tenure is 
held by the lessee and his heirs at a rent fixed in perpetuity 
and it can be sub-let on the same conditions as those by which 
the lessee is bound to the proprietor. In the Central Provinces 
the artificial creation of the malguzars, in pursuance of the 
policy to fix the responsibility for land revenue on one man 
^or a village which was ryatwari in character, necessitated the 
'recognition of sub-proprietary rights. And lastly, some villages 
in Oudh were able to maintain their right of independent 
management, subject to the payment of a fixed rent to the over- 
lord talukdar. A separate sub-settlement, which fixes the rent 
due to the talukdar, recognizes their sub-proprietary rights. 

Tenant Rights in Zemindari Tracts. In general, the reasons 
which account for the rise of landlord and overlord rights, 
also account for the existence of tenant rights of different 
grades, which are ultimately determined by the strength of 
the pressure exerted from above. The greater the pressure 
from above, the lower became the status of the tenants ; and 
V...those who are now classified as tenants must have enjoyed a 
^ superior status at one time. In defining and protectjng the 
rights of the tenants by the state, a distinction had to be 
adopted between the permanent tenants who could bring 
forward definite proofs of the circumstances and origin of their 
tenancy rights, and the temporary tenants who could not do so. 
To meet the case of the latter, in some provinces like Bengal, 
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Agra and Central Provinces, the tenanc}^ act provided for the re- 
cognition of the occupancy rights of the tenant, pro^dded he had 
cultivated the same land continuously for twelve 3^ears. The 
landlords evaded it by making it impossible for a tenant to ^ 
hold the same piece of land continuously for twelve years ; ^ 
and the state followed by amending its legislation which now 
required the cultivation of some land in the same village 
continuous^ for twelve years, and not necessarity the same 
piece of land. The Bengal Tenancy Act of 1SS5 has served 
as a model for this type of legislation. In the Punjab, the 
rights of occupancy cannot be acquired by mere lapse of time, 
but are based on certain historical grounds. An attempt has 
been made by tenanc}’’ legislation in different provinces to . 
secure the permanent rights of occupancy to old tenants with 
some vested interests in the land. While the occupancy tenants 
constitute by far the most important class of privileged tenants 
in zemindari tracts, there are also some other kinds of tenants 
who occupy a status in some cases higher, and in others lower, 
than the occupancy tenants. For example, there are a superior:, 
class of tenants in Begal known as tenure-holders and ryots at 
fixed rates, who can neither be ejected nor made liable to 
enhancement of rent. On the other hand, there are certain 
inferior tenants like tenants-at-will in the ryatvvari areas, but 
entitled to a certain amount of protection not available to the 
latter. 

Characteristics of Occupancy Privilege. The essence of 
occupanc}’’ privilege is fair rent, fixity of tenure and free 
transfer. This principle is carried out in practice by a number 
of detailed provisions governing the rights of the occupancy 
tenant. A limit is set to the enhancement of rent both as 
regards the amount and the period which must elapse before 
rent can be increased ; enhancemet can take place only as a 
result of mutual agreement or bj’: a decree of a court on specific 
grounds ; and rent is paid in instalments. The occupancy 
tenant has reasonable protection against arbitrary ejectment. 
The occupancy right is hereditary and can be alienated on 
certain conditions. Certain essential necessities of the culti- 
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Tator, like cattle, tools and seed-grain, are exempt from attach- 
ment for failure to pay rent. Remissions and suspensions of 
land revenue granted by Government to landlords in a bad 
'..year must be followed by corresponding concessions to the 
^•.enants. And lastly, the right to make improvements on the 
land without enhancement of rent is also secured within 
certain limits. The great disadvantages of state machiner}^ for 
the adjustments of rent, however, are its inelasticity, complexity 
of procedure and expensiveness. Arbitration could settle up the 
•dispute more quickly, cheaply and satisfactorily. 

Tenant Rights in Ryatwari Tracts. As we have already 
pointed out, as a rule there are no intermediaries between the 
•state and the actual cultivator of the soil in ryatwari tracts, and 
•so there is not the same necessity for the protection of the 
•rights of the tenants as exists in zemindari tracts. There are, 
however, some zemindari estates even in ryatwari tracts, and 
these are provided for by special tenancy acts. There is no 
special legislation for the protection of the ordinar}^ tenants 
^^nder a contract in ryatwari tracts, and the general tenancy 
law enforces the terms of an agreement between the p artie s, 
•or failing an agreement, the general usuage in the locality in 
•question. But the present tendencj' is for tenancies to multiply 
•and the competition for land among the tenants is excessive. 
Tegislation on the lines adopted in zemindari tracts is becoming 
•a necessity. 

Settlement. A settlement is a technical term and means 
the determination of the share of the state in the produce ‘from 
the land, the person or persons liable to pay it, and the 
xecord of all the private rights and interests in the land. 
It is obvious that the last item is far more important in the 
^■=?.emindari than in the ryatwari ■tracts. A settlement is a very 
•elaborate and complicated piece of business, and requires a 
•detailed survey of the land and the preparation of a compre- 
hensive map of each village, which records the exact amount 
of the cultivable land, the extent of each kind of soil requiring 
its own rate of assessment, and complete account of all kinds 
of rights in the land. These records are kept up-to-date by 
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a sj’slem of public entr}' and registration of all changes ; and 
- the rights thus recorded are presumed to be legally valid, until 
the contrary is proved. The past histoiy and the present 
condition of the village is also recorded. There is no single 
system of definite principles for the assessment of land revenue. 
The basic principles differ from province, to province, and not 
only are thei’ modified by the introduction of a number of 
miscellaneous factors, but a very large discretion is allowed to- 
the Settlement Ofiicer. The theoretical basis of assessment in 
the United Provinces, the Punjab and the Central Provinces 
is the economic rent ; in Idadras and Burma it is the net 
Iiroduce ; and Bombay has had the unique distinction of not 
even professing to follow any principle, the determination of 
land revenue being arrived at by the general economic consi- 
derations ns they impress the Settlement Ofiicer. After the 
land revenue for a particular estate is fixed, in some cases 
subsidiary proceedings are necessary to determine the distri- 
bution of this total among co-sharers, and the adjustment of 
rent among the tenants. Land revenue is collected not in one 
sum but in instalments, to suit the convenience of revenue 
pa\-ers and to avoid too great a demand for cash payments at 
one time. The procedure for the recovery of revenue arrears 
is strict in tracts under permanent settlement, while it is much 
less strict in temporary settled areas. While in the fonner the 
sale of the land is the first step to be taken, in the latter it is 
usually the last of a series of steps. Suspension and remission 
of land revenue, for whatever reason, does not take place in 
the areas under permanent settlement and neither is it 
necessary. But in the areas under temporary settlement, ain* 
serious disaster, such as the failure of the monsoon, floods, 
blight or a catastrophic fall in agricultural prices like the 
present one, makes the suspension or remission of land 
re\-enue an urgent necessity, as the agriculturist cannot 
possibh" pay it. Relief is supposed to be graded according to 
the nature and extent of the disaster. 

Different Kinds of Settlements. Time is the fundamental 
principle for the classification of settlements. A permanent 
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settlement, as in Bengal, means that the land revenue is fixed 
in perpetuity ; a temporary settlement, as elsewhere in the 
country, means that the land revenue is fixed for a ceitain 
\ period. The period of settlement varies from twent3' years 
^ in the Central Provinces, to thirty years in Bombay, Madras 
and United Provinces, and to forty years in the Punjab. 
Settlements may also be classified according to the sj^stem of 
tenure ; and corresponding to the zemindari, mahalwari and 
ryatwari tenures are the settlements in these tracts. A 

zemindari settlement may be permanent as in Bengal or 
temporary as in Oudh. The mahalwari and the ryatwari 
settlements are all on a temporay basis. Representative 
examples are the mahahvari settlement in the United Provinces 
(in those areas where there are no talukdars) and tlie Punjab, 
and the malguzari settlement of the Central Provinces ; and 
the ryatwari settlements of Madras, Bombay and Bihar. 

Zemindari Settlement and Permanent Settlement. Towards 
the end of the Mughul empire the central authorit\’ was in- 
:^ffective and the regular system of revenue admiiiistration 
evolved under Akbar had fallen into hopeless decaj''. Tlie 
development of revenue farming, which was resorted to in order 
to collect the land revenue by an3’' means, led to a ruthless 
oppression of the ryots ; and there was no authority anywhere 
to check the revenue farmer. In the early years of the British 
regime, under Clive’s Dual Government, the condition of the 
r3’-ot was still worse ; neither the Nawab nor the East India 
Company felt any responsibility for the administration ; and 
the ryot was oppressed b3r both and protected by neither. The 
system of annual leases for the collection of land revenue, sold 
' by public auction to the highest bidders, forced the l essees to 
^ Screw out the last farthing from the peasants ; and the anxiet3’- 
to earn high dividends for the shareholders of the East India 
Company was at the root of it. The decay of agriculture and 
the terrible famines which followed served only to intensify 
the difficulties; Lord Cornwallis was sent out to put matters 
right and the Permanent Settlement was his most important 
administrative measure.^- The revenue farmers were converted 
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into zemindars with full proprietary rights, subject to the 
punctual payment of land revenue which was fixed in perpe- 
tuit}'’. The assessment was fixed very high and approximately 
at ten-elevenths of the rent realized from the ryots ; and the ^ 
remaining one-eleventh was left to the zemindar as a return 
for his trouble and responsibility. But with the growth of 
population and rise in prices, this high assessment has become 
a very modest one in course of time. The permanent settle- 
ment, which was an extremely important measure, was effected 
in a rough and ready way, without any detailed survey, classi- 
fication of soils and a record of different rights in tlie land. 
The position of the ryot under it was entirely hopeless, as he 
lost his proprietary right in the land, and' was left entirely at the’ 
tender mercies of the zemindar who immediately proceeded to 
rack-rent him. The extremely heavj’’ assessment, which was 
exacted with the utmost vigour, further contributed to the sad 
plight of the ryot ; and he had to wait about three quarters 
of a century before he got any relief from the grievous wrongs 
that he had suffered so long. While Bengal is the classic borne.) 
of the permanent settlement, it is not entirely confined to the 
province. Following the Bengal example, it was introduced 
into Benares and some parts of Madras, extending to about one- 
fourth of the presidency. The subsequent history of the 
permanent settlement has been that, though it was revived 
o^ff and on, the British Government has been averse to restric- 
ting its land revenue in perpetuitj’’, and in recent years the 
attitude of the Government has been to regard the question of 
permanent settlement as closed. In some parts of Bengal and 
in Oudh, there is temporary'' settlement with the zemindars ; 
and it would be incorrect to identify zemindari settlement with 
permanent settlement. - , 

Mahalwari Settlement. The temporary settlement as deve- 
loped in Agra is the typical form of mahalwari settlement. 
With a few individual exceptions in the province of Agra there 
was no person occup3ring a superior status over the village 
bodies ; and therefore a settlement was made directly with these 
village bodies, and the co^sharers were made jointly and indi- 
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vidually responsible for the asse ssme nt. The rights of the Agra 
talukdars were' quite inferior as compared to Oudh talukdars, 
and their claims were disposed of by a paj^ment of ten per cent 
^ of the land revenue from the Go-vemment Treasury as talukdari 
allowance. Under the settlement an individual co-sharer can 
move for “a perfect partition” of separate and individual 
revenue liability in place of the joint liabilit}^. The basis of 
assessment under the mahalwari system is the rental value of 
the land, and lahd revenue is a fraction of the annual assets 
of the estate. Originally this fraction was very high, and even 
,at present it is about one-half. While the general principle 
of assessment in the different mahalwari settlements in Agra, 
Oudh, the Punjab and the Central Provinces is the same, there 
are naturally differences in detail in the various provinces. In 
Oudh the system generally is the same as in Agra, except 
that the settlement generally is with the talukdar and not with 
the \dllage communities. In some cases a sub-settlement is 
simultaneously entered into with the village communities, the 
^payment to the talukdar is fixed, and in any case his profit 
^'is not less than lo per 'cent, of the land revenue. In the 
Punjab the number of tenants is not considerable and most of 
them pay in kind. The settlement officer has to work out the 
cash value of the rent. Further, while theoretically the revenue 
is collected frorfi co-sharers who are jointly and individually 
responsible for its payment, in actual practice the share of the 
land revenue due from each individual cultivator is clearly 
determined, and his position is generally the same as that of 
the peasant proprietor in Bombay and Madras. In the Central 
Provinces the malguzar, who was a revenue farmer under the 
^ Marathas, was promptly converted, by the British anxiety to 
V^eal with individual landlords, into a landed proprietor. Thus 
^at one stroke the peasant proprietors in these ryatwari tracts 
were converted into tenants ; and it has been found necessary 
to give them extensive protection against the malguzar in the 
determination of rent, which is fixed by the settlement officer, 
and is a very elaborate and complicated piece of business. The 
method of calculating the rental value is more accurate in the 
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Central Provinces, as it determines rent itself and not merely 
the land revenue. 

Ryatwari Settlement. While the main features of the ' 
ryatwari settlement in the different provinces are the same, the 
details difier. As we have already seen, in the ryatwari tracts 
land is held in single, small, independent units and the indi- 
vidual holders are separately responsible for the payment of 
land revenue. There is an accurate survey of each village, 
lands are classified according to the productivity of the soil, 
and a village map with a descriptive register of all holdings 
is prepared. In Madras the principles of settlement are nof 
embodied in any statute. The upper limit of land revenue is 
fixed at one half of the net produce ; and the latter is arrived 
at by estimating the poductive capacity of the soil in- terms 
of one of the ordinary grain crops, commuting it into money 
on the average price level of twenty non-famine j’^ears previous 
to the settlement, and deducting from it the expenses of culti- 
vation, trader’s profits, and transport charges to the nearest 
market. In Bombay, unlike Madras, there is a land rtyenue\ 
code which regulates all matters connected with the settlement, 
and there are special acts to deal with special classes of estates 
like those of the talukdars in Gujrat and the khots in the 
Kokhan. The basis of the land revenue settlement in Bombay 
was the Joint Report issued in 1847 by Messrs. Goldsmid, 
Wingate and Davidson. They recommended, as suited to the 
conditions of Bombay Presidency, a moderate assessment, 
settlement for thirty years, protection of improvements from 
taxation during the term of settlement, recognition of property 
in' soil, and perfect freedom with regard to sale, transfer and 
rents to be charged to sub-tenants. The basis of net profits 
for the classification of land has been turned down, and the^, 
depth and texture of the soil, its capacity for retention of 
moisture and other physical properties bearing on fertility, 
are taken into consideration instead ; and general factors like 
rainfall, agricultural prices and the prosperity of the land are 
also to be considered in the classification of the soil. After 
the land has been classified, the next step is the determination 
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of the aggregate revenue demand for the area (say a taluka) 
with reference to its revenue and economic history (that is 
.general considerations as they impress themselves on the 

> settlement officer). And the last step is the determination of 

' ... 

/^revenue hability from aggregate to detail. It is obvious that 
•■subjective impressions of local knowledge and experience (or 
individual idiosyncracies) play a greater part in the settlement 
than the objective working out of results based on any well 
■defined principle. In recent years the rental value is also taken 
into consideration in fixing the assessment. The increase in 
assessment is limited to 33 per cent, on the total for a whole 
taluka, 66 per cent, for a milage, and 100 per cent, for a single 
holding. In theory, private improvements are entirely exempted 
from increased assessment ; but in practice, too much is left 
to the judgement of the settlement officer. The title of the 
cultivator to his holding is indestructible so long as he 
continues to pay the assessment ; and full occupancy rights can 
be inherited and transferred without the permission of 
^^overnment. 

Is Land Revenue a Tax or Rent ? The question whether 
land revenue is a tax or rent cannot be answered in a cateri- 
gical and unambiguous fashion ; but in any case, for all 
practical purposes, it ‘ does not very much matter ; and it is 
far more important that land revenue should not press heavily 
on the cultivator, rather than whether it is called a tax or 
rent. In discussing the question, the Taxation Enquiry' Com- 
mittee framed the following specific issues : Did the state 
claim exclusive proprietary rights over the land under Hindu 
Rule or under Muslim Rule ? Did the British Government 
succeed to any such rights? Is the state now proprietor of land 
^;h.old on zemindari or ryatwari tenure ? If not, are the zemindars 
hr ryots respectively the possessors of proprietary right subject 
to the payment of land revenue? Should the land revenue be 
described as a tax or rent? As regards the proprietary rights 
over the land under Hindu or Muslim rule, the Taxation 
Enquiry Committee unanimously held that the state never 
claimed any such right over the land before the British regime ; 
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and therefore the British Government did not succeed to any ' 
such rights. As the Lmvs of INIanu put it, Land is his who- 
first cleared away the jungle, as the deer is his who first 
brought it down.” And an elaborate judgment by the Bombay 
High Court in 1S75 'held that the proprietary right of the sove-,^[ 
reign in the land is not supported by the ancient laws or < 
institutions of the Hindus, and is not recognized by modern 
Hindu lawyers either. The position under the Mohammedan 
Law is more or less identical. The only exception is the period 
of unsettlement between the death of Aurangzeb and the 
establishment of British rule, and its historical or legal validity 
is small. And the general trend of British policy has been to 
admit private ownership in the land. So far as the zemindari 
estates in Bengal and elsewhere are concerned, it is generally 
admitted that private ownership in land is beyond an}’’ dispute ; 
and so far as waste lands are concerned, it is generally admitted, 
that state ownership in land is beyond any dispute. But opinion 
is sharply divided about ryatwari lands. On the one side it is- 
argued that the position of the ryot is not essentially different 
from that of the zemindar, that he is the full proprietor subject 
to the payment of laud revenue, and that the maximum claim 
of the Government is that, in the last resort, the land is security 
for the payment of land revenue. Under the ryatwari tenure, 
as opposed to the zemindari tenure, land can be relinquished 
at the option of the holder ; and this feature came into existence 
on account of the reluctance of the cultivator, owing to his- 
bitter experience in the period of unsettlement, to be tied doun 
to the land, and made permanently responsible for the payment 
of land revenue. But this is top slender a foundation for build- 
ing up the theory of state ownership. Another argument of 
gi-eater value in favour of state ownership is that in some 
provinces agricultural land cannot be put to non-agricultural 
uses without the permission of the state ; and that it is further 
liable to revised assessment when such permision is given. The 
conclusion of the Taxation Enquiry Committee is that both the 
zemindars and the ryots are possessors of proprietary right, 
subject to the payment of land revenue ; and in the case of the 
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ryots, it is not possible to arrive at an exact and general defina- 
tion of the position of the landholder. This is a fairly reasonable 
conclusion. The -fact of the matter is that the Indian con- 
ception of land ownersip is a compromise between the English 
■ idea of absolute individual property on the one hand, and 
‘'absolute state ownership on the other hand ; and the position 
is not materially different whether we call it restricted state 
ownership or restricted private ownership. 

The issue whether the land revenue is a tax or rent ultimate- 
I3" depends upon whether the land is owned by the private 
individuals or the state, which we have just discussed in detail. 
But a few additional points which have been urged in this 
connection may be noticed here. It is argued that land revenue 
is similar to rent because it cannot be altered according to the 
exigencies of the state during the long period for which it is 
fixed. On the other side it is urged that there is nothing to 
prevent the state from fixing its share annualh’-, and it is not 
done because considerations of policy, expedienc}’^ and economy 
yiictate otherwise. Further, it must be borne in mind that 
"^fints on private lands are not necessarily fixed for long periods 
and many leases nin for a year. As for the free use of common 
grazing lands and building sites, an enlightened state can grant 
these comparatively small' concessions without thereby establish- 
ing the right of land-ownership. The argument that land 
revenue is a tax because the process of its assessment and 
collection is similiar to that of a tax is rather trivial. It is 
further urged that the Income-Tax Act exempts agricultural 
incomes, and this implies that agricultural incomes already 
pay a tax. But even that argument is not conclusive ; as on 
the one hand English lando'wners pay both a land-tax and an 
,,^come-tax, and their right of private ownership in land is not 
■-.jopen to dispute ; and on the other hand, the state can impose 
an income-tax on agricultural incomes. The fact of the matter 
is that it is a profitless war of words and the issue has been 
magnified because of the existence of a foreign government 
and a sharp conflict of interests between the state and the people. 
The essence of the matter .is that the assessment on the heavily 
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burdened ryot should be as light as possible ; it does him little 
good, if the land revenue is unequivocally recognized as a tax, 
and yet it presses so heavily on him that he cannot procure 
even the bare necesssities of life ; and it does him little harm if 
the land revenue is unequivocally recognized as ' rent, but his 

• A, 

present rights of sale and mortgage are left intact, and the' 
assessment is moderate. And the practical issue of the rate 
of assessment is unaffected whether land revenue is a tax or 
rent ; because while the state as the universal landlord can 
exact the full economic rent, without being landlord, it can 
absorb the whole of the economic rent in land tax. The 
practical issue of the ownership of land is equally unaffected, 
because whatever may be the conclusion of learned' pundits, 
the unsophisticated cultivator has no doubt in his own mind 
that he is free to sell, lease, mortgage or inherit landed pro- 
perty ; and as nobody is prepared to interfere with tliese rights, 
the cultivator is content to leave the academic issue to the 
pundits. From the point of view of incidence of taxation, the 
Taxation Enquiry Committee rightly held that land revenue 
should be regarded as a tax because it forms a deduction froni’- 
the national dividend. And finally, all important questions 
of land revenue policy can be and are discussed without any 
sustained reference to the issue whether the land revenue is a 
tax or rent. 

Permanent Versus Temporary Settlement. The question 
of a permanent settlement in the country is not a vital issue 
to-da3% and it does not now count as manj’^ adherents as it 
once did either among the officials or the non-officials ; but on 
the other hand it is not altogether a dead issue. The traditional 
arguments usuall}' put forward in favour of a permanent settle- 
ment are that it has avoided the evils associated with temporar}" 
settlements, such as the harassment of the cultivator at 
hands of revenue officials not liable to legislative or judicial 
control, the expensive machinery required for re-settlement, 
the deliberate neglect and deterioration of the land towards 
the end of the term of settlement in order to avoid an enhance- 
ment of assessment, and the discouragement of industry and 
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enterprise on the part of the cultivator, who fears that instead 
of enjoying -an increased produce, he might suffer from ah in- 
creased' assessment. Further, it- ensures tp the state a fixed 
and stable- revenue ; stimulates agricultural enterprise and " 
yosperi'fy ;'and brings into existence a resourceful peasantry' 
'^'u'ith considerable staying power against adverse circumstances, 
and a class of zemindars who act as thematural leaders of the 
people and who are loyal to the Government. 

The strongest and most obvious argument, against the 
permanent settlement is that it involves a heavj'' saciifice on 
the part of the state of all the future unearned increment from 
the land. The extent of the sacrifice may be measured, from the 
fact that while from- 1793 to 1924 the income of the Bengal 
zemindars has increased from Rs. 400 lakhs to Rs. 1,468 lakhs, 
the land revenue practicallj'^ has not increased at all. Again, 

. in Bihar the revenue fixed under the permanent settlement is 
about 10 or 15 per cent of tlie rental assets of the land, while 
the present standard is 50 per cent.* It is obviously unfair 
^.^lat this substantial increase in the produce from the land, 
^^hich really belongs to society, should be appropriated by 
individual zemindars under the permanent settlement ; and 
even those who advocate the permanent settlement are consider- 
ably influenced by the unnatural antagonism between the state 
and the, people which exists in India. The case against the 
permanent, settlement was effectively summed up by ^ Ford 
Irwin : ■ “^Tt involves a sacrifice of the share of the state in the- 
growing values of land and perpetuates assessments which 
become more and more uneven as time goes on. Any measure, 
which tends permanently to limit the share which any class 
is called upon to contribute to the general revenues, is almost 
N^rtain tor'result in an unfair burden on the other classes. 
India’s place in the commercial markets of the world and the, 
intricacies of her financial and social problems have brought 
many new factors into the picture which necessitate elasticity 


‘ Radhakamal Slukherjee : Land Problems of India, p. 306 



148 ■■ ■ ■ INDIAN ECONOMICS 

of public revenue- and expenditure,” The zemindar-s have not 
fulfilled the' expectations that, •were- formed about them, and far 
from acting as -the guardians of the interests of the- cultivator, 
they -have largely confined their' interests - to the. realization of 
rent ; and the ..evils of absentee landlordisrn, ’management of> 
estates by unsympathetic- .ag'ents, and the multiplication of 
various middlemen- between the zemindar.’ and the ' cultivator, 
have been rampant. It is also said .in favour;- pf, the temporarx*' 
settlement that under -it 'elasticity is giv.en to ^ the -burden of 

• V 1 • ^ ' 

revenue by suspensions and reniissions in .'unfavoxlrable 3’'ears. 

A Solution of the Problem. The, .case against the perma- 
nent settlement 'is very strong' ; and the state of things under the 
temporary settlement, in which the land revenue is a very 
heav 5 ^ burden on . the small cultivator,- is far .froiii s‘atis.factor^^ 
In our opinion ; the ' solution of the problem lies in permanent 
settlement, -coupled', with an income tax on agricultural profits. 
This solution would give us fhe advantages .'of both the 
permanent and temporary settlements, withoirt their accompaj- 
n3dng evils. On the one hand the 'demand from the agricultu- 
rist and the land revenue would be fixed, the arbitrar3^ exercise 
of power b3’' the revenue, official would-, be curbed, and 'the 
incentive to industr3’' 'and enterprise woiild' be maintained at 
its. maximum ; and on the other hand through income' tax the 
state can share in the, unearned increment from land, barring 
the minimum which is necessaf3’- for the maintenance of ' the 
cultivator. This method would have the additional advantage 
of bringing our land revenue policy in line with advanced 
European countries like. France and Itab^ where the fiat rate 
is kept relative^’- low and there is a general ■ income tax on 
agricultural profits. To the objection that the bulk of the- 
culti'vators have very tin3’' incomes which cannot jiossibb^ be 
subjected to ’income tax, -and .that land revenue would conse- 
.guently' sulfeivin-’ future, the .’ob'idous answer is that the increase 
bf land reyenue~is 'not an 'end, in itself, 'and it is presumabl3’' 
Realized for. tlie good 'of the people. On the other hand the 



149 


. AGRICULTURE : THE ‘STATE AND HAND TENURE 

large landowner will be made'* to , contribute ; his proper share 
to the state,- and an element oh progression can be introduced 
hv a steeply graded income lax- and a' heav}’’ death duty. And 
this metiiod...also\’o{Ters. a, solution for, those areas, where 
\ permanent settlernent prevails at . present. 

■ The Term o^Settlement'ahd the Principles of Assessment. 

.In ‘.'the temporary ‘.settlement .areas, there is a considerable 
difference !.of;'>opini6n as to whait should be the term, of settle- . 
ment,- and-' opinion' varies from .ten 5'^ears W ninet5’'-nihe j’^ears. 
The arguments in- favour' of a short term or a -long term are 

■ more ‘or less- identical -u'ith.^ the arguments in -favbur of 
-temporary and permanent settlements. It is more or less 
iinpossible-ito say- precisely'-yyhat is the id.eal period of settle- 

■ inent t-'and. in our opinion ‘thirty years is ' as suitable as* any 
other- period. It occurs once in a generation -and, is neither too 
long nor' too short. In his “Facts and Fallacies of the Bombay 
Land -Revenue [Systeni,” Mr. Anderson- objects 'that during a- 

;-C?ong' period of-ihirty yeas, profits and rents increase- more tlian 
thirty-three per cent., which is the maximum rate of enhance- 
ment of land revenue. .The argument does 'Hot-; appeal to us,, 
because it assumes a false ■ divergence between £lie interests of -. 
the ' state and the agriculturists', ‘and .-secondly in these days 
of low agricultural prices it sounds father far-fetched. The 
principies of assessment, as we have already said, differ from pro- 
vince to province, and not onl}'’ are the;y modified by the intro- 
•duction of a number of miscellaneous factors, but a very large . 
•discretion is allowed to the Settlement Officer. The assess- 
..inent in the United Provinces, the Punjab and the Central Pro- 
A'inces is based on economic jrent, in.'Madras on net produce, and 
x^ombay- -has ■ the unique distinction of not ha-ving- 'any basis at 
‘‘ull, the a^essineiit depending in each case on general economic 
considerations. An attempt has been recently made in 'Bombay 
to use rental value as a basis -of a'.aSsessment,_ and- it has been 
the subject of a fierce controversy'/ . ‘On the 'one ‘sideut is argued 
that unless the Settlement Officer is tied, .down’ to the rental, as 
the basis of assessment, his .recommendations are based on vague 
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and indefinite generalizations which are impossible to verify ; 
and onl}’- on the basis of rental value, which can be objectively 
determined, it is possible to get- a just and sound settlement. 

On the other side it. is argued that the recent Bardoli expe- ^ 
rience has demonstrated conclusively that rental statistics, ^ 
unless used after a careful and critical scrutiny, are liable to 
lead to serious error and heavy over-assessment. It is notorious 
that actual rents are considerably higher than economic rents 
for a variety of reasons, such as a large number of uneconomic 
holdings which pa}*" rents and taxes, not out of unearned 
increment, but out of a bare minimum of subsistence ; the tradi- 
tional attachment to land ; excessive competition .among the 
tenants owing to the absence of alternative empolyment ; undue, 
pressure of the landlord as creditor ; the influence of a boom 
period ; the pa3mient of rent through sources other than the 
land ; the untypical character of lands under industrial crops 
which are generally given on rent ; the proximity of a particular 
plot to the holding of a tenant ; the comparatively small amount 
of land which is actually given on rent ; and so on. ' It is^ , 
obvious that rental values must be very critically anal.vsed ' 
before they can provide a satisfactory basis for the assessment 
of land revenue ; and they must be tested with reference to 
other factors such as prices, communications, and general 
economic conditions. What is needed is not merely to find out 
what is the rental value, but to work out accuiately what 
should be the rental value. 

Recommendations of the Taxation Enquiry Committee.^ 

The Taxation Enquiry Committee made some useful recom- 
mendations about the basis of assessment and the rate of assess- 
ment. In connection with the former, the Committee leconi- 
mended that a uniform basis of annual value should be adopted 
in every province, and the function of the Settlement Officer 
should be to determine the annual value under the particulat 
circumstances in each province. By “annual value” the 
Committee meant, “the gross produce less cost of production, 
including the value of the labour, actually expended by the 
farmer and his family, and the return for enterprise.” This 
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seems to us to be a sound recommendation as it replaces vague 
generalizations by a definite principle, whicli makes a due 
allowance for the labour, of the farmer and his family, and the 
, return for enterprise. In addition, an allowance should also 
'^he made for the inevitable cycle of droughts in the Indian 
.climate, pa3unent of interest, and the depreciation of agricul- 
tural capital, such as it is. As regards the rate of assessment, 
the Committee recommended a comparatively low standard rate 
which should not exceed twenty-five per cent, of the annual 
value. The maximum taxation for local purposes is limited to 
twenty-five per cent of the revenue, and the Committee 
recommended that it would be collected along wdth the land 
revenue. 

Land Revenue and the Principles of Taxation. Land 
Revenue does satisfy the canon of certainty and the cultivator 
knows exactly how much he has to pay. There is, however, 
an element of uncertainty at the time of settlement, particularly 
as the basis of assessment is vague. As regards the canon of 
/convenience, the collection of revenue is effected in such instal- 
'*^nenfs as suit the convenience of the agriculturist in normal 
times. The assessment is based on the average of good, bad 
and indifferent years. The assumption that the savings effected 
in good years by the cultivator would offset the losses during 
bad years cannot be regarded as based on actual facts, so that 
the assessment is oppressive in its effects in lean years. Again, 
suspensions and remissions lack elasticity, and this inelasticity is 
responsible for the piling up of the agriculturist’s debts in bad 
3*ears on account of the necessity of meeting the demands of 
the revenue collector. As for the canon of econom}^ the ex- 
penditure on revenue establishment is very heavy ; but as it does 
a certain amount of miscellaneous work besides the assessment 
'land collection of land revenue, the cost of the latter cannot 
be exactly worked out. All that can be said with certainty 
i.s that the revenue officials at the top are heavily overpaid. 
As for the canon of ability, it is undisputed that in the case 
of uneconomic holdings, which constitute* the majority of the 
holdings in many provinces, the ability to pay is nil, and the 
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land revenue comes out of the less than bare minimum 
necessary for existence. The official claim is that the share 
of the state is steadily diminishing and from 1903 to 1924, 
while prices rose by 117 per cent., the land revenue rose by 
20 per cent.; and the actual increase in the land revenue must" 
be lesser still, as part of it has been realized from the increase 
of about 7 per cent, in the area under cultivation. The heavy 
slump in agricultural prices since 1929 requires a very substan- 
tial modification of this statement ; and in any case it does 
not prove the ability of the average cultivator to bear the 
burden of land revenue, as owing to the growth of numbers, the 
decline of handicrafts, and the consequent increase in the 
pressure of population on the soil, economic conditions have 
changed materially for the worse for the agricultural classes. 
And when there is no surplus agricultural produce available for 
sale, a rise of prices does not benefit the cultivator. Owing to 
the variations in the sj^^stems followed between province and 
province and even between district and district, it is difficult 
to obtain anr’- general idea as regards the incidence of- land , 
revenue. The Taxation Inquiry Committee favoured the 
acceptance of the ratio borne bj’- the assessment to rents or 
annual value, in spite of its faults, as the basis ; but they 
could not arrive at any definite conclusion in regard to the 
burden of assessment in various provinces. 

Land Revenue and the Principle of Justice. Land 
Revenue suffers from serious inter-provincial disparities and it is 
obwous that its burden in permanentlj^ settled areas is much 
lighter than in temporarily settled areas. Even in the latter, 
there are considerable variations from province to province and 
even district to district ,* and while the percentage of land 
revenue to net rental is estimated to vary from 19 to 36, with an 
average of 25, in the recentl3>- settled districts of the Punjab," 
it varies from 20 to 42, with an average percentage of 27, in 
the United Provinces. In Bombay the percentage varies from 
17 to 50 in different parts of the presidencj^ ; in Madras, in 
half the districts, it is about 17 per cent ; and in two recentl}’- 
settled talukas of Bihar it is 10 per cent. In the interests of 
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justice a uniform standard should be adopted, and the burden 
should be equallj' shared. 

The principle of justice is even more sharply violated in 
\-differentiating the income from land and income from other 
-’^sources. In the case of land there is no tax-free minimum as 
there is in income derived from other sources ; the rate of the 
tax is much higher in the case of land ; and there is no 
progression in land tax. It is argued that a tax-free minimum 
in the case of agricultural incomes is visionary and impracti- 
cable because it would affect the financial solvency of the 
state. But ‘in that case, apart from the glaring injustice of 
it, the financial solvenc}’’ of the state is built on ver}’’ flimsy 
foundations ; and further, it is patently absurd that the 
■financial solvenc}' of the slate can be built up on the financial 
insolvency of the r3*ot. The same argument is applicable to 
the high rate of the land tax, and as we have already indicated, 
the solution of the problem lies in a low fiat rale which is 
-permanently fixed, together with an income tax on large agricul- 
-^^iral incomes. And lastly, the absence of an element of progres- 
sion is an unfair pampering of landed magnates, as the ryot with 
his pittance is taxed at the same rate as the big zemindar. 
In theor5* the land tax is supposed to be a part of the surplus 
from land, but in the case of uneconomic holdings, which 
•dominate the picture in India, there is no surplus and yet the 
land tax is exacted at the usual rate. The land tax stands 
in urgent need of rationalization ; and the present system 
presses heavily on the poor majority, while the rich minority 
is lightly let off. The argument that the exemption of un- 
economic holdings from land tax would have a teiidencj’’ to 
^ multiply them does not appeal to us, because the problem of 
'pineconomic holdings can be solved onlj’’ by compulsory land 
consolidation, and not by land tax. 

Land Revenue and Executive Control. It is a curious and 
characteristic feature of the constitutional position in this 
country that while on the one hand the foundations of respon- 
sible government are supposed to have been laid down, on the 
other hand land revenue, which is a direct tax on the largest 
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Bi.ir.ber of people in the countn*, is imposed purely by execu- 
live nr.t. At present in some proWnces there is no legislative 
control and in others it is of a very meagre nature. Both in 
the interesr.s of political evolution and economic progress, i^_ 
is necessap* that the assessment of land lax should be under'- 
lerfslative control ; and the main principles by tvhich land 
revenue is determined, the method of valuation, the pitch of 
assessment, the periods of revision, the gradation of enhance- 
ments, and the other chief processes which touch the well-being 
01 the land revenue paj'er, should be immediately embodied in 
law certain amount of progress in land revenue legislation 
ha.- i^een made, and in igaS-Oj bills embod5*ing the principles of 
land revenue assessment in a statute were passed bj* the Legis- 
lative Councils of the Punjab, the United Pro\dnces and the 
Central Provinces. Bombay has a Land Revenue Code for 
administrative purposes, and contemplates a Land Revenue 
Law at an early date. It is premature to saj’’ how these 
measures will shape in actual practice. But the principle 
legislative control over revenue settlement is gradually com^^ 
to be accepted. 

Retrospect. The zemindar is essentially a product of British 
rule .'lud the agrarian system under the IMughuls was funda- 
m.er.tally dirTerenr. It is estimated that in 47 per cent of the 
land in the countn- there is an intermediar}- betu’een the culti- 
vator and the state. Akbar dealt directly with the cultivator 
and the revenue collector was instructed to “deal with each 
husbandman, present his demand, and separately, and civilly 
receive his duc-s.” The cultivator paid the land tax, but he did 
not have to pay any rent, as he does in the zemindari tracts ; 
and as there was plentj- of land available for cultivation, there 
were no uneconomic holdings ; nor were there a series 
middlemen between the owner of the land and the cultivator. 
The disintegration of village communities has been consider- 
ably aggravated b3' the creation of the zemindar, who is a 
rent receiver and not a wealth producer. The tenancy laws, 
which the British Government was, forced to introduce in order 
to remedy- its mistakes, cannot check all the abuses of irres- 
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ponsible or absentee landlordism created under its auspices ; and 
the relations between the landlords and the tenants are 
unsatisfactory. The economic status of the actual cultivators 
has suffered seriously under the British regime. The 
^suppression of the rights of the village communities by the 
state has left the cultivators without economic support from 
their class ; and as a result of centralization, village customs 
and usages have become stereotyped and do not easily adjust 
tliemselves to new social and economic needs. Eyen in the 
lyotwari tracts, which are estimated at 53 per cent, of the land, 
there has been a large increase of rent-receivers and tenants. 
The actual cultivator to-day owns about one fourth of the land. 
The British mishandling of the Indian milage tenures and 
customs is responsible for many of our agrarian problems to-day. 

Prospect. The problems of land tenure in this country 
are so' complex that it is not easy to forecast what the future 
has in store for us. But certain tendencies stand out very 
prominently, and it is natural to suppose that future changes 
^will be along these lines. The zemindar, who is a rent-receiver 
'*^nd not a wealth-producer, is the target of a very sharp criti- 
cism ; and a new consciousness of their rights is permeating 
the actual tillers of the soil. There is a growing rjHcogiiition 
that changes in the Indian land system are imperatively called 
for, and this opinion has now spread to all classes of society. 
If the vested interests succeed in obstructing refonn, they will 
be la5dng the foundations of deep discontents which may find 
their consummation in revolutionary changes. In a country 
inhabited by a dense agricultural population, the only practical 
solution in sight at present is the intensive small farming of 
consolidated holdings ; and this must be the objective which 
must be kept in view in connection- with land reform. At the 
'tTate at which land reform is proceeding, we must frankly 
confess that we do not feel very optimistic about a peaceful 
solution of our most crucial economic problem. So far as one 
can peep into the dark and mysterious future, the shadow of 
an' approaching agrarian revolution is upon us ; and if and 
when it comes, no man can tell where it will end. 



.CHAPTER Vin, 

AGRICULTURE; THE PROBLEMS OF LABOUR 
AND ORGANIZATION. 

The Backwardness of the Indian Agriculturist. The 

iinportance of the human factor in the success of agriculture is 
far greater than is commonly realized ; and while man s 
incapacity can bring to nought the richest gifts of nature, what 
ap.pear tJ be insuperable difficulties tend to disappear before the 
sustained application of human energy and skill. It is 'therefore 
necessary in our study of the agricultural problems of the 
country,^ to form an estimate of the Indian agriculturist, and to 
find out how he compares with agriculturists elsewhere. • It 
must be admitted that he is far less intelligent and enter- 
prising than the cultivator in the more advanced countries 
in the West. But it is necessary to add that the inferiorit\r^4 
of the Indian agriculturist is not something innate or 
irremediable ; it is due to the extremely adverse environment 
and the heart-breaking conditions under which he works. 
This hypothesis is supported by the fact that in areas where 
the water supply is comparatively dependable and tlie cultivator 
can reasonably expect to reap the reward of his labrar, he is 
distinctly more energetic, enterprising and tenacious. Dr. 
Voelker, consulting chemist to the Royal Agricultural Society, 
has borne testimony to his careful husbandry, combined with 
hard labour, perseverance and resourcefulness. But on the whole 
our cultivator lacks originality and initiative and is wedded to 
traditional methods and practices some of which are wasteful ^ 
and unscientific. His superstitions and prejudices, ignorance ^ 
and apathy, conservatism and inertia, improvidence and reck- 
lessness— those are all factors to be seriously reckoned with. 
He has a weakness for litigation and ornaments — ^luxuries which 
he can ill afford. The obvious remedy is a combined sustained 
and frontal attack on both the cultivator and his environment. 
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The Remedies for- the Agriculturist’s Backwardness : 
Education. The primary means for bringing about a ip.volu- 
tion in the psychology and the enmronment of the cultivator is 
to educate him. The problem of primarj’; education everywhere 
li.as been solved by the state ; and the wide-spread illiteracy 
"^of.our cultivator's, must be set down as an outstanding fault 
of the British administration. Illiteracy is the root of many 
evils : among other things it prevents the results of agricultural 
research reaching the cultivator whom it most concerns ; it is 
the bulwark of all ancient prejudices, superstitions and tradi- 
tions, however mischievous, and the cultivator cannot even 
contemplate the idea of progress ; it aggravates indebtedness and 
promotes improvidence and extravagance. It might be argued 
that education to the extent that it has spread, has not produced 
any spectacular results. The obvious answer is that the present 
S 3 'stem of education needs to be radically modified to meet the 
actual requirements of the people, and to help them in solving 
their many pressing problems. In a predominently rural 
(^untry like India the urban bias of our educational system has 
^-oduced many mischievous results. Cinema and broadcasting 
have proved elsewhere to be very efficacious instruments' of 
propaganda, and their appeal to the bucolic village mind is likely 
to be greater than the ordinary spoken or written word. It is 
obvious that they must be exploited to the utmost for changing 
the ideology of the agriculturists, but as yet hardly anything 
has been done in this respect. Demonstration trains which are 
run as a result of co-operation between the various departments 
like Agriculture, Industries, Public Health, and others are also 
helpful ; but spasmodic efforts are likely to achieve very little, 
and unless a comprehensive programme is worked out and 


■’parried on in a sustained fashion, the problem of educating the 
rural mind, which is ultimately the foundation of all agricultural 


progress, will remain unsolved. 

Public Health. Next onl3'^ to education comes the question 
of public health. Large rural areas ai'e ravaged b3'’ terrible 
preventible diseases like malaria, cholera, tuberculosis, etc. 
which suck the vitality out of the peasant where they do not kill 
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him outri.sht. It is not surprising to find that this is one of the 
major causes of the inefficienc}^ of the agriculturist ;=•= and the 
psvchological reaction of wide-spread epidemics is 
letharg}-, listlessness and fatalism. Not infrequenth^ it happen^, 
that the peasant is laid up and put out of action at the time ov.^ 
crucial agricultural operations with fatal results to their success. 

A great campaign of public health seems to be the obvious 
remedi’ ; and though the question of finance will present some 
difficulty, we venture to think that in the long run a campaign 
of public health nfill more than pay its way, in the shape of ■ 
increased production of wealth and public revenues, apart from 
the health, happiness and prosperit}’- of the people. Drainage 
of irrigated areas and marsh}’’ swamps and supply of pure drink- 
ing water are all indispensable parts of a campaign of public 
health. Though the prevention of disease is more important 
than its cure, the total absence of medical facilities in rural areas 
presents a serious problem. In this connection we venture to 
th.ink that the indigenous systems of medicine, which still serve 
the vast majority of the population, and which are far cheapeir 
and every wa}' better adapted to local requirements, deserve to 
be carefully studied and S3’stematically encouraged. The prob- 
lem of housing in the rural areas is quite as bad as in urban 
areas. The average milage house is a small, low thatched 
room with mud walls and mud flooring, and with a single door 
and no windows. It is naturall}’’ ill-ventilated and swarms with 
mosquitoes and rats. As if not satisfied with this dangerous 
compan}’, the inmates often provide accommodation in the same 
room for their more fragile livestock. Though there is plenty 
of open space in the village, these houses are generall}’’ closely 
huddled together, with a very narrow passage, which also serves 
the purpose of an open drain and a lavator}’ for the children, 
running between uneven rows of houses arranged anyhow! 
India is a vast rural slum. And the clearance of this slum 
presents a problem which is as stupendous as it is urgent. So 
far there is liardly any evidence that the powers that be are 


* See aniCy pp. 47 and 4S. 
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actively conscious of the existence of this problem, and no 
serious efforts are being made to tackle it. 

Rural Communications. Although the isolation of the 
village is not so complete now as it was. in the da3’-s gone by, 
there is still room for further improvement which can be 
ejected by the construction of roads and in some cases by the 
extension of railways. The contact with the ui'ban areas is 
the pivot round which the improvement of the rural areas 
turns, as progressive ideas emanate from the towns and not from 
the villages. The post office may also be reckoned as an instru- 
ment for the improvement of the villager, but the extent to 
which the post office will be utilized obviously depends upon 
the prevalence of literacy. The post office is furthei utilized 
for making quinine available at cheap rates, and could be 
utilized as an agencj'^ for the provision of good seeds etc. which 
are urgent necessities for the agriculturists, and it provides a 
considerable scope for agricultural propaganda. Postal savings 
banks promote thrift, but the other side of the picture is that they 
d,Tain rural areas of capital which is urgently needed for financin.g 
Ih-s rural community ; and a suggestion has been put forward 
that the postal deposits from rural areas should be made available 
by Government to rural co-operative societies at very reasonable 
rates of interest. But to-day the greatest possibilities for the 
uplift of the village community are held out by wireless broad- 
casting which can be utilized to bring about a very drastic 
change in the life and outlook of the agriculturist ; and we are 
of opinion that though the immediate future of wireless 
broadcasting in the country may not be very bright, it will 
inevitably play a very important role, whenever the problems of 
the agriculturist in this country come to be seriously tackled. 

Agricultural Propaganda. The necessity for a sustained, 
Vsyell-planned propaganda is very urgent, but it is by 
no means an easy task. The propagandist must be a man 
of varied gifts : he must be intimately acquainted .with the 
best agricultural knowledge and practice ; he must also be 
quite familiar with the actual conditions and the practical 
difficulties of the agriculturist in the particular area with which 
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he is ciealiug ; lie must feel genuine sympatli5'' with the agii- 
cnlturist and must have imagination, energy and tact ; and 
finally he must have the gift of the gab and must succeed in 
getting into vei'y intimate contact with his rural audience. 
the actual reform advocated must have been thoroughl}’’ teste^ . 
aud be well within the reach of the agriculturist. The technique -- 
dei-eloped in this country is the result of centuries of practical 
experience, and it is necessary to elucidate the principles under- 
lying it, which are none the less important because they have 
not been properly explained or even stated. And the agii- 
culturist can ill afford to waste anything on experiments. 

The Agricultural Labourer. Having dealt with the 
cultivator, we now proceed to discuss the agricultural labourer. 
One of the outstanding revelations of the last census report is 
the rapid increase in the number of agricultural labourers which 
jumped up from 291 labourers per 1000 cultivators in 1921^ to 
407 labourers per 1000 cultivators in 1931*'" is due to the 
fact that a large increase has taken place in the agricultural 
population without a corresponding increase in the actual holdey 
of land, whether as tenants or owners, and some land is also 
passing into the hands of non-cultivating owners. To this must 
be added a considerable number of owners of tiny holdings 
which are so small that they are under the necessity of supple- 
menting their meagre produce by hiring themselves out as 
agricultural labourers. The efficiency of the agricultural 
labourer is on a par with that of the cultivator which is poor 
enough. The agricultural labourers are so disorganized and dis- 
enfranchised that in spite of their vast numbers they have not 
a single accredited representative in the country who could speak 
on their behalf. But the emergence of a large number of 
agricultural labourers, which tends to increase, might possibly . 
bring about an agrarian revolution with far-reaching social con'- 
sequences. It must also be noted that the agricultural labourers, 
who have no stake in the country at all, and whose occupation 
is precarious and poorly paid, will constitue a very large class 
in the country. The Famine Commission of 18S0 observed that 


Census Report, Vol. I, p- 288. 
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“the numbers who have no other employment than agriculture 
are greatly in excess of what is really required for the thorough 
cultivation of the land.” Since iS8o there has been an enormous 
increase in the population without any corresponding increase 
Vin the avenues of employment, and the bulk of the surplus 
population has gone into the very much overcrowded field of 
' agriculture to make its evil plight infinitely worse. What is 
the solution of this problem which is far and away the most 
important in our national economy ? The Royal Commission on 
Agriculture has solved it by a cheap generalization, unrelated 
to the facts, and which merelj’- shirks facing the hard realities of 
the situation. It observes, “The labour problem is, therefore, 
from the agricultural point of view, a simple one : to lessen the 

pressure on the land.... The essential condition for relieving 

pressure on the land is, therefore, in our opinion, mobility,’”-' 
that is to say, movement of the population from thickly populat- 
ed areas to sparsely populated areas either in India or outside. 
In the chapter on, “The Problem of Population” ive have 
J^iscussed this question exhaustively, and we have shown con- 
clusively that it is really no solution of the problem, and there 
are no large sparsely populated areas available for the Indian 
agriculturist either in India or outside, t The fact of the matter 
is that the problem is an extremely difficult one and does not 
admit of any simple solution. Without restricting the indiscri- 
minate multiplication of numbers on the one hand, and without 
a carefully and comprehensively planned programme of agrarian 
and industrial production on the other, no solution of the prob- 
lem is possible, and for the time being the country is steadily 
heading towards a disaster. 

. The Zemindar. Next to the cultivator and the agricultural 
'.'labourer is the place of the zemindar or landowner m our rural 
picture. The principle contribution of the zemindar, generally 
an absentee landowner who prefers the amenities of the town 


Report, p. 580. 
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to tlie dull and drab conditions of existence in the countryside, 
to the rural economy is that he is regular in exacting the rent 
of the land and acts like a distant suction engine on rural pros- 
perity. Naturally Indian zemindars have not produced from , 
among their ranks any figures corresponding to great English ,>•! 
landowners like “Turnip” Townshend, Blakewell and Bates, who 
made such a substantial contribution to the agi'arian revolution 
in England. The expectation that permanent settlement would 
succeed in creating landowners of this type, who would be the 
natural leaders of the ryots for the uplift of the rural areas, has 
been sadly disappointed ; and the evil of absentee landlordism, 
which is one of the worst that can happen to a rural community, 
is particularly rampant in the zemindari areas, though it is not 
unknown even in the ryotwari tracts. The zemindar has badly 
missed his opportunities, and with his larger capital and intelli- 
gence he could have rendered a, substantial service to the rural 
community. It is now being increasingly realized that the 
zemindar is a big drone in our rural economy ; and in return for 
the substantial rent he receives, he makes no contribution what-1 
soever. As the agrarian situation is steadily getting more critical, 
the zemindar evidenty seems to be marked out as the first type 
which will be squeezed out of existence. And his disappearance 
is not likely to cause any excessive regret or disappointment. 

Urban Contribution to the Solution of Rural Problems. 

The rural community gets very little advantage of the better 
brains and enterprise and the capital of the towns, which attract 
and absorb the most promising material in the rural community, 
leaving behind a blank which it is impossible to fill. The 
intelligensia of the towns have devoted very little attention to 
the study and understanding of the rural problems, and their 
ignorance of the most elementary facts about rural conditions 
is so colossal and genuine as to command admiration. The 
villages have been badly exploited by the towns wliicb have 
given back little in return to the villages either in a moral or. 
material shape. While the amenities of life in an Indian town 
are poor enough, in the villages they are almost totally absent ; 
and perhaps nowhere the gap which divides the urban and rural 
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communities is wider. India is in more than one sense a house 
divided against itself. 

The Methods of Cultivation. The Indian agriculturist 
\combines in his husbandry the evils of both intensive and 
^ Extensive cultivation : his holding is tiny and instead of culti- 
vating it intensively and making the most of it, he goes in for 
extensive methods of cultivation and his yield from the land is 
A'^ery poor. Denmark, Japan and China have small holdings 
Avhich are cultivated intensively, almost like gardening, and yield 
excellent results ; United States has large holdings and extensive 
methods of cultivation and the production per head of agricul- 
tural population is very large. We combine the disadvantages 
of both the systems and the advantages of neither. It is obvious 
that the salvation of our agriculturist lies in adopting intensive 
methods of cultivation. The following table, taken from the 
statistical year book of the Ueague of Nations (1932-33)) gives 
the average yield of rice and wheat per acre in India and some 


other countries. 

/ — 

2-— 

Country. 

Rice. 

Wheat. 


(lbs.) 

(lbs.) 

Italy 

• •• 4,601 

1,241 

Japan 

... 2,767 

1,508 

Egypt 

... 2,356 

1,688 

U. S. A. 

... 2,112 

973 

United Kingdom 

... 

1,812 

Germany 



1,740 

India 

... I , .357 

652 


' Intensive cultivation, which is so obviously necessary in our 
country, involves among other things, selection of good seeds, 
proper system of rotation of crops, the use of fertilizers including 
artificial manures, the use of modem tools and implements, 
protection from insect, vermin and pests, healthy livestock, 
cheap and rapid transport, the supply of working capital at 
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reasonable interest, favourable marketing facilities, not to 
mention permanent improvements on land and irrigation wliich 
we have already discussed. Some of these problems will be 
discussed in detail in other chapters and we shall make a brief 
survey of the rest here. The importance of good seed is obviou^ 
and the Agricultural Commission^'' stresses the necessity of the 
selection and distribution of pure seed of all crops being con- 
trolled b\’’ the agricultural departments in the manner best suited 
to the local conditions of each tract. We endorse the view of 
the Commission that the responsibility of the selection' and 
distribution of pure seed must rest on the agricultural depart- 
ments. As for the rotation of crops, the Agricultural Commission 
opinet that whilst the customar}’- rotations have been built up 
as the result of generations of experience of soil and climate, 
there is every reason to believe that research and experiment 
may show ways in which these can be improved. But whilst 
continued research and experiment on rotations and methods of 
tillage are necessaiy, the more important problem in regard to 
the latter is at present that of bringing home to the cultivator 
knowledge which is already available. “Among definite 
improvements we may mention economical methods of trans- 
planting joaddy-seedlings, drill-sowing of cotton and other crops 
and intercultivation with bullock power, and the reduction of 
the number of setts used for planting sugarcane, to give only 
a few examples, as improvements which have been thoroughly 
tested and the advantages of adopting which have been satis- 
factorily established. 

Manure. The use of manure is a vital factor in increasing 
the fertility of the soil. The manurial problem in India is, in 
the main, one of nitrogen deficiency ; and the country depends 
almost exclusivelj’’ on the recuperative effects of natural processed 
in the soil to restore the combined nitrogen annually removed 
in the crops, for but little of this is returned to the soil in any 


* Report, p. 105. 
t Ibid., p. 107. 
tibid., p. 107. 
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other way. The burning- of cowdung as fuel is as wasteful as 
it is universal in India, and the commonest feature of the land- 
•scape in the country is the plastering of the mud walls with 
cowdung cakes put up there for drying. A large quantity of 
j;\c)inbined nitrogen is exported in the form of oil-seeds, grains, 
and animal products such as hides and bones. In this connection 
it might be observed that the export of these commodities began 
in tlie country only under the British rule and a serious deteriora- 
tion of the soil has set in since then. The use of nitrogenous 
fertilizers in the countr}'- is very small.. In 1925-26 for the first 
time the imports of sulphate of ammonia which amounted to 
4,724 tons, exceeded the exports, and the greater part of the 
production of this fertilizer by the Tata Iron and Steel Company 
at Jamshedpur and in the coalfields of Bengal and Bihar and 
Orissa, was consumed in India. The quantit5’- of imported ferti- 
lizers was recording some increase when the catastrophic fall 
in agricultural prices gave it a set back. The recuperative 
capacity of the Indian soil is naturally high but even so it has 
deteriorated. 

Vanous remedies have been suggested for solving the 
problem of manure. In the first place the agricultural experts 
are even yet not in a position to give satisfactory admce to the 
cultivator in regard to the use of manures ; and it has yet to 
be determined for what conditions and for what crops artificial 
manures can be profitably used to stimulate crop production in 
the country. It is obvious that this is the first problem to solve 
and the Imperial Council of Agricultural Research has made a 
beginning in this connection. Again, it is equally obvious that 
the wasteful practice of using cowdung as fuel must be stopped, 
But tile problem is by no means easy of solution and the Agri- 
^rfitural Commission has remarked, "Our evidence does not 
suggest any alternative fuel for domestic purposes in districts 
where wood and coal are dear.”* No efforts are made bj’- the 
cultivator to preserve cattle urine. Manure pits are still seldom 
found in Indian villages. Where they do exist, no attempts 
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are made to preserve the manurial value of the contents or to 
safeguard the public health by covering the material with earth. 
The Agricultural Commission has pointed out the interesting 
fact that while artificial fertilisers are used as little in China as 
they are in India, there is no organic refuse of any kind in that'' 
country which does not find its way back to the fields as a 
fertiliser. Not only is human waste carefully collected and 
utilised, but enormous quantities of compost are manufactured 
from the waste of cattle, horses, swine and poultry, combined 
with herbage, straw and other similiar waste. Garbage and 
sewage are both used as manure. The Agricultural Departments 
are aware of these facts but they have still to devise and intro-' 
duce a practical method which can be used with profit by the 
ordinary cultivator on his land. Prejudice against the use of 
night soil has deterred the cultivator in India from utilising to 
the best advantage a valuable source of combined nitrogen. 
There is, however, evidence that this prejudice is w'eakening ; 
Mr. Brayne’s slogan of clean villages and heavy crops has been 
fairly successful in Gurgaon district ; and where night soil 'h 
available in the form of poudrette, the prejudice is tending to 
disapiiear. The methods of converting night soil into poudrette 
adopted at Nasik have been highly successful and appear well 
worth study by other municipalities. Another indigenous source 
of combined nitrogen is leguminous crops and green manures. 
The Indian cultivator has also in many ways recognized the value 
of leguminous crops in his rotation, and the work before the 
agricultural departments is to discover the varieties of the crops 
best suited to increase the soil fertility, and to recommend such 
varieties to the cultivators. In connection with green manures, 
the agricultural departments have shown that sann hemp on the 
whole gives the best results, but the trouble with it is that ii 
exhausts too much of the moisture in the soil. We cordially 
endorse the opinion of the Agricultural Commission*'' that, "not 
until the agricultural departments are in a position to demon- 
strate to him beyond a shadow of doubt the paying nature of 
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green manure crops on small holdings, that these departments 
will be justified in persuading the small cultivator to adopt them 
or that their advocacy of them will stand any chance of success.” 

^ The economics of green manure crops from the- point of view of 
kthe small cultivator still require to be worked out. The possi- 
bilit}’- of gi'owing such crops as dhanicha and gi'oundnut, the 
leaves of which can be used as green manure without interfering 
with the commercial value of the crops, is worth consideration. 

Reference has been already made to a valuable source of 
combined nitrogen which is lost to India as the result of the 
export of so large a proportion of its production of oil-seeds. 
But until the oil-crushing industry has been developed, and an 
effective demand has been created for oil-cake, coupled with 
great changes in cattle management and in the use of fuel, tliis 
evil cannot be easily remedied. The proposal for the establish- 
ment of sjmthetic processes for obtaining combined nitrogen from 
the air in forms suitable for use as fertilizers, has been turned 
down by the Agricultural Commission on the ground that only 
very large scale production can be successful, and that condi- 
tions in India make it unlikely that it would prove a paying 
proposition. But if a definite plan for a simultaneous forward 
movement in both agriculture and industry is made and carried 
out, such a proposal must inevitably form a part of it. In the 
discussion of economic problems in this country, we often move 
in a vicious circle, as the different problems are closely inter- 
connected, and agriculture cannot progress until industrj- has 
advanced and vice versa. But the vicious circle requires to be 
broken, and the solution is not an airy dismissal of a crucial 
, proposal, but a concentrated attack on the obstacles which stand 
in the wa}'- of comprehensive economic planning for the countrjL 
f-.v-Nitrogen deficiency can be remedied to some extent By the 
application of bones and bone meal ; but as with other forms 
of combined nitrogen, an important quantity of this fertiliser is 
lost to India by a failure to apply it to the soil and by export. 
The reduction in the rates on fertilisers on state railwa3’’s may 
help a little and a similiar reduction should be made in company- 
managed railways as -well. 
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Implements. The implements used by the agriculturist 
are cheap and simple, easy to make, to carry and to repair ; but 
it is not possible to get the maximum productivity from the 
soil b}^ means of them. Some improved implements like iron ^ 
plough and small pumping machines have come into use, but .i 
hardly a fringe of the problem has been touched. Extensive 
cultivation by means of agricultural machinery is ill-suited to 
Indian conditions, but in a few places in Gujrat, Sind, Bihar and 
Central Provinces, tractors are coming to be used by the bigger 
zemindars, and if the results obtained are satisfactory, the 
demand for them is bound to increase. We venture to' think 
that the greatest scope for immediate action is prorided by the 
improvement of the simple implements in actual use worked by 
hand power and bullocks. It is not an easy task to induce the 
poor, timid, conservative, and tradition-bound cultivator to take 
to the use of improved implements ; and it is onty by means of 
intensive propaganda, backed by successful demonstration, that 
he can be induced to make a change. This is obviously the 
duty of the Agricultural Departments which should seek the.^^ 
support of the co-operative movement and the agricultural 
associations. By large scale production in the country and 
cheap transport, a few implements, simple, standardized and 
effective, can be popularized throughout tlie country. Pro-^nsion 
must be obriously made for spare parts and repairs, and every 
problem of the cultivator in this respect must be seriously 
tackled. Provision has been made by the Agricultural Depart- 
ments for agricultural engineers to advise the wealthier 
landowners about the installation of machinery for irrigation etc. 

Animal Husbandry. Cattle are the most important part 
of the live-stock of the Indian cultivator ; and in no country in 
the world are cattle of more importance than they are in India 
In a predominently vegetarian country like India, milk and mit \i/ 
products constitute an indispensable article of diet ; but milk, 
though very important, is a secondary consideration. The 
pj-itnary function of the cattle is as draught animals for the 
plough or the cart. Without the ox no cultivation would be 
possible : without the ox no produce could be transported. The 
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folloAving are the latest fi.q’ures available for the different groups 
of livestock in British India : 


Millions. 

\ Cattle and buffaloes ... ... ... 151-0 

Sheep and goats _ ... ••• ... 62.5 

Horses, Mules and donkeys ... ... 3.2 

Camels ... ... ... ... 0.5 


And in addition we get the following figure for 66 Indian 
States- which proride statistics ; 


Millions. 

Cattle and buffaloes ... ... ... 36 

Sheep and goats ... ... ... 25 

Horses, Mules and donkeys ... ••• i 

Camels ... ... ... ... -26 


There seems to be a general similarity in India in the 
i^thods of management by cattle owners. It seems that the 
total number of cattle within a district depends upon and is 
regulated by the demand for bullocks. And the worse the 
conditions for rearing efficient cattle, the greater the numbers 
kept tend to be ; and on account of the heav}’- pressure on the 
available -supply of food for the cattle, the cattle deteriorates, 
and cattle-breeding in this country moves in a complete vicious 
circle. As cattle becomes smaller, the amount of food needed 
in proportion to their size increases. Thus large numbers of 
diminutive cattle are a serious drain on a country in which the 
fodder supply is so scarce at certain seasons of the year as it is 
in India. The task of reversing the process of deterioration and 
of. improving the livestock of this country is now a gigantic one ; 
but on improvement in its cattle depends to a considerable 
degree the. prosperity of its agriculture, and the task must be 
faced. A progressive deterioration in the quality of the cattle 
is to be feared unless substantial changes in the present cattle 
management are introduced. Three cardinal points in a policy 
of improvement must .be a reduction in the number of 
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plough cattle, an increase in the efHciency of plough cattle, 
and an effort to secure better treatment for dr 3 '' cows and cows- 
in-calf. The two important factors in cattle improvement are 
feeding and breeding, and no outstanding improvement in the 
waj’’ of breeding is possible till cattle can be better fed. The 
crux of the situation is the period of scarcity which is the two 
or three months preceding the break of the south-west monsoon. 
Stall-feeding is little practiced in the country’- and facilities for 
grazing ai-e the principal consideration. In nearl}'- every part 
of India the common grazing lands and all grass lands close to 
villages ai'e hopelessly overstocked. It is the curtailment of 
uncultivated land as population has increased during the past 
centurj'- that is the most obvious cause of the present overstock- 
ing of village grounds. As for the extension of grazing land 
the Agricultural Commission opine, “After an exhaustive survey 
of the possibilities, we are of opinion that no large additions to 
existing grazing areas are possible and efforts should therefore 
be concentrated on increasing the productivity of land ahead}’- 
growings grass. The scope for such efforts is very great. '5t 
is only fair, however, to note that as opposed to the general run 
of inefficient and under-sized cattle, there are some few cattle 
belonging to a number of well-recognized breeds, such as the 
Hariana and Sahiwal of the Punjab, the Thar Parkar and Sindhi 
of Sind, the Kankrej of Gujrat, the Gir of Kathiawar, and the 
Ongole of Madras. 

Fodder. Among the remedies that can be suggested, the 
growing, efficient storage and economical use of fodder crops 
must take the first place. Without going into details in the 
consideration of the problem, certain outstanding features may 
be briefly touched. Grazing on common land could be 
regulated and rotational grazing established with the consent 
of the majority. In hilly districts, where grazing facilities are 
better than in the plains, part of the area should be reserved 
for cutting grass for use in the hot season. Where use cannot 
be made of natural grazing grounds owing to lack of water, 
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the possibility of obtaining a supply should be investigated. 
The possibilities of silage are also great, though the practice 
is attended by difficulties and has not been adopted by culti- 
•jvators. The use of the chaffcutter, the addition of cheap meal 
Vjnd condiments to make straw more palatable, harvesting at 
the right time so as to get full value from the straw, the en- 
couragement of the growth of fodder crops, are some of the 
lines for further trial and investigation. The cultivation of 
Egyptian clover seems to hold out great possibilities if the seed 
can be cheaply grown in quantity in India. Every encourage- 
ment should be given to the cultivation of leguminous crops by 
the remission of charges for water from government sources of 
irrigation or by the grant of concession rates. Another remedy 
for the economical use of fodder could be effected by the elimina- 
tion of useless cattle. A large ntunber of old and worn out 
bullocks and barren cows eke out a very precarious life. There 
is a strong sentiment against killing them ; but there is no 
sentiment against slowly starving them to death, which is what 
^^sctually happens. It would be kinder both to the cultivator 
and the animals, who are uselessly kept alive and suffer a 
lingering and painful death by starvation, if this weak senti- 
mentalism makes room for a straightforward attitude which 
faces squarely the hard realities of tlie situation. But the pre- 
judices are very strong and there is no possibility of a radical 
change in the near future. The elimination of the buffalo by 
means of dual purpose breeds may help to reduce the pressure 
on the available supply of fodder, but the difficulties of such 
breeding under existing conditions are by no means easy to 
surmount. 

Cattle-breeding. In actual practice cattle breeding is now 
'g-fsgarded as an accident of husbandry rather than as an essential 
part of it, and professional cattle-breeders are now a rarity in 
the country. In this connection the apathy and indifference of 
the big landowners constitute a serious stumbling block in the 
path of scientific cattle-breeding. -For selective breeding and 
cross breeding animals need to be enclosed ; and the compulsory 
castration of undesirable bulls is equally necessary, and the 
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Veterinary Department lias been recently doing it by methods 
which do not offend the religious susceptibilities of the people. 

In order to achieve the improvement of cattle by careful breed- 
ing, the aim should be to establish pure and improved types 
of the best cattle now available ; and the attempt to produce a 
“dual purpose” animal, suitable both for draught and for milk- 
ing and gih production, may prove to be too speculative. If 
this is granted, it follows that milking qualities should be en-. 
couraged only in so far as these are entirely consistent with the 
maintenance of the essential qualities which good draught cattle 
must possess. Although Government must be credited with 
having made a beginning with cattle improvement, very little 
progress has yet been made by government cattle farms towards 
meeting the total requirements for young bulls. The policy 
pursued in the United Provinces of limiting the issue of breed- 
ing bulls to selected districts, with a regular inspection both 
of the cows and their progeny and of the bulls placed out, has 
received the- commendation of the Agricultural Commission. 
Improvement of indigenous breeds by selection is a safer policy 
to pursue than cross-breeding. Cattle-breeding problems are in 
the main local, and it seems natural and proper that the ordinary 
work of cattle-breeding should be undertaken by the provinces 
which should provide instruction in dairying for their own 
students. The production of milk for urban consumers presents 
problems of great complexity. The essentials for a successful 
scheme of urban milk supply are a tract of country in which 
fodder is plentiful or can be easily grown, adequate arrange- 
ments for transport, and a suitable type of cow. Municipal 
corporations of the larger cities should promote the establish- 
ment of large dairy farms and devise means by which capital 
and business ability may be attracted to large scale milk pro-. 

duction. " ' 

Diseases of Livestock and their Control. As the work- 
ing captial of the cultivator is mainly represented by his live- 
stock, the loss of his cattle from disease presses very heavily on 
him.' The recorded figures are admittedly imperfect, but even 
so they indicate beyond any doubt that the mortality among 
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cattle is very heavy, and rinderpest takes the largest toll. And 
in addition to losses by death, extensive indirect losses occur 
from large number of cattle temporarily incapacitated by 
. disease. The general prevalence of contagious diseases is 
kprobabl}'’ one of the most serious obstacles to the improvement 
of cattle, and it is also one of tiie main reasons why cattle- 
breeding in this country is a very speculative enterprise. The 
outstanding problem which faces tlie veterinary depailment is 
thus the control of contagious diseases. In this connection it 
is interesting to observe that while rinderpest was formerly the 
most dreaded of all livestock scourges in western countries, it is 
now non-existent. The adoption of western methods is at 
present impracticable on account of the inadequacy of the 
veteriuar}^ staff and the prohibitive cost of compensation, com- 
bined with prejudices a.gainst the destroj-ing of healthy animals 
which have been in contact with infected ones. Nor is it 
possible to adopt the South African devise by interposing belts 
of protected countr}’- between permanently infected areas and 
4areas from which the adoption of intensive measures has succeed- 
ed in eradicating the disease. The only practical proposition 
for the time being is to adopt measures designed to protect the 
individual animal rather than those which aim at stamping out 
the source of infection. 

The method in general use at present for dealing with 
rinderpest is inoculation 113’’ what is known as the “serum- 
alone” method. The defect of this method is that it confers 
complete immunity for less than a fortnight and the animal 
is liable to contract disease unless it is re-inoculated, which dis- 
credits the process in the e3'es of the cultivator, besides being 
expensive, and when an epidemic is raging, re-inoculation is 
\ 'Often impossible. An improved process, known as the serum 
'simultaneous, has been devised ; and, to quote the Agricultural 
Commission,* “The efficacy of the method has been proved in 
countries as far 'apart as Russia, South Africa and the 
Philippines while its success in Eg3’^pt is of particular interest 


Abridged, Report, P..29. 
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to India. In India, only one experiment on an intensive scale 
has so far been made in the Mysore State. Experience 
obtained there shows that the serum-simultaneous method is 
safe, effective and readily accepted by cultivators”. The Agri- 
cultural Commission strongly recommends the introduction oft 
this method, but anticipating some opposition from the cultiva- 
tors, it considers that resort to compulsory inoculation would, 
at present, be undesirable. In order to popularize the method 
of inoculation, it further recommends that all charges for .in- 
oculation should be abolished. It also recommends that 
Contagious Diseases of Animals Act should be passed with a 
view to ensuring a uniform procedure in dealing with contagious 
diseases. 

The provision of veterinaty aid in India is totally in- 
adequate and the Agricultural Commission recommends that the 
staff should be immediately multiplied by five to six times to 
make a serious beginning in tackling the problem ; in addition 

to a central veterinaiy hospital, having accommodation for 

* 

in-patients, in each district, there should be a number of dis^,^ 
pensaries serving the sub-divisions of the district, and members 
of the staff should be sent out to tour in surrounding areas. 
The maladjustment of public expenditure is responsible, in no 
small measure, for the terrible plight of the cultivator. Veteri- 
nary research is mainly concentrated at the Imperial Institute 
of Veterinary Research at Muktesar. At present, however, the 
energies of the Research Institute are largely spent in the 
administrative work which the manufacture of the various sera 
and vaccines involves, and comparatively little is done for 
research pure and simple. This obviously requires to be put 
right. The Agricultural Commission recommends that any 
extension of central research should be provided for by a np>r- 
responding expansion at Muktesar and not by an unneces; Vt 
duplication elsewhere. 

Agricultural Marketing. “No systematic survey of the 
conditions under which agricultural produce is marketed in 
India has yet been made in any province” and “Much of the 
information essential to an exhaustive study of marketing condi- 
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tions has never yet been collected.’”'’ Recentlj’’ that Govern- 
ment of India has appointed a number of officers to investigate 
the marketing conditions of some staple agricultural products. 
As long as the Indian cultivator was practising subsistence 
husbandly and enjoying the benefit of the old village organiza- 
tion, he did not stand in any particular need of marketing 
facilities. But under the British regime the old order has given 
and the Indian cultivator was suddenly plunged into the 
new order, without any preparation or organization either by 
himself and his fellow-cultivators or b5’- the state. As if that 
were not bad enough, marketing was only a very subsidiary 
interest of tlie cultivator, his primary interest naturall}’ being 
production ; and he was pitted against dealers who were highly 
organized and strongly consolidated and who made marketing 
their principal activit3^. Under these circumstances it is not 
surprising that the interests of the cultivator, left to the free 
plaj’’ of economic forces, have suffered in the process ; and until 
he realizes that, as a seller of produce, he must study llic art 
sale, either as an individual or through combination with 

V 

other producers, it is inevitable he should come off badl3' in his 
contest with the highl3’ specialized knowledge and the vastb’’ 
superior resources of those who purchase his produce. The 
complaint of agriculturists that the3’’ do not obtain a fair value 
for their produce in the market is world-wide ; and while some 
of his handicaps are not peculiar to the Indian cultivator, 
others are felt by him to a much greater extent than elsewhere ; 
and prominent among the latter are heavy indebtedness, the 
ver3’’ poor standard of literac3'’, unsatisfactor3’’ communications, 
the absence of properly regulated markets, and the lack of 
^mbination among producers. The problems of indebtedness, 
\.illiterac3’’ and communications are dealt with in detail in 
different chapters ; here we shall principally concern ourselves 
with absence of properly regulated markets and with the lack 
of combination among producers. 


* Agricnltural Commission Report, p. 3S5. 
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When the primary collector of the produce, who acts also 
as a money-lender, succeeds in getting a cultivator into- his 
grip, he is apt to use his advantage ruthlessly, and some of his 
practices amount to nothing less than common theft. Again, 
it is certain that there are various services of marketing and 
distribution performed each by a separate intermediary w^hich, 
under a better organized system, might well be rendered by a 
single intermediary, or better still by a co-operative marketing 
organization, which eliminates all middlemen. Bad conditions 
of marketing encourage a superfluity of middlemen , and apart 
from the organization of producers for the sale of produce, 
the most effective means of removing unnecessary middlemen. 
are the provision of good roads, and the establishment of a 
sufficient number of well-regulated markets, easy of access to 
the cultivator. For the framing of a sound and comprehensive 
polic}'’ for improvement in marketing, exact knowledge of the 
methods of distribution applicable to any particular class of 
produce, including collection, storage, transport, and, where 
it exists, manipulation, together with a detailed analysis., of 
the price structure at every stage in the operation, is essential. 

While the agricultural departments in India have done 
something to improve the quality and increase the quantity 
of the cultivator’s output, it cannot be said that they have 
been able to give him any appreciable help in securing the best 
possible financial return for his improved qualit3^ and his in- 
creased output. For this comparative indifference to quality, 
the middlemen may in part be responsible, as he is inclined to 
buy rather in quantity than in quality, and it is only when an 
improved variety has been grown over a large concentrated, 
area, that a reputation for quality can be obtained and a 
premium price commanded. In all proffinces markets vary^ 
greatly in character and importance. Some are privately, 
owned ; some ' are directly 'under the control of the district 
board or municipality. It is only in Berar and Bombay that 
the constitution of markets is regulated by special legislation 
and the management is in the hands of elected committees. 
The cultivator labours under very considerable difficulties in 



AGRICUI/TURE : PROBLEJIS OF LABOUR AND ORGANIZATION 177 

selling' his produce in markets as at present organized. It 
"would serve a useful purpose if the market committees should 
charge themselves with the duty of posting prices, ruling at 
'•)the market centres of the tract and at the ports, for the products 
Healt with in the market. The standardization of weights and 
measures is another direction in which improvement is neces- 
sary. A committee was appointed by the Government of India 
to investigate this subject in 1913, but no action has yet been 
taken on its recommendations. The Agricultural Commission 
recommends that a fresh investigation should be undertaken 
with a view to standardizing weights and measures throughout 
the country'-. Much of the Indian produce exported to foreign 
markets would appear to be marketed in an unsatisfactory con- 
dition, though matters have improved to some extent in recent 
years.' “In England we were informed that cotton is badly 
mixed, 'that jute is badly retted and graded and suffers from 
excessive moisture, that Indian hemp is very irregular in 
quaUty, badly mixed, and contains an excessive proportion of 
and dirt. On the other hand the report on Indian oil- 
seeds, with the exception of groundnuts which frequently suffer 
from excessive -moisture, was satisfactory. Opinion on the 
quality of Indian wheat was divided.”* The remedy lies in the 
agricultural and co-operative departments keeping in close touch 
Tvdth the trade requirements and helping the cultivator to get 
the benefit of his better cultivation and better methods of pre- 
paring the produce for the market. Organized trade associations, 
such as the East India Cotton Association, who are in a position 
to lay down grades and standards can give great assistance. 
The agricultural departments can further substantially assist 
the co-operative sales societies by grading their produce, and 
^ittioning produce of superior quality grown under their own 
supervision. 

An investigation into the possibilities of grain elevators 
does not commend itself to the Agricultural Commission on the 
ground that an elevator system would have to be financed by 


* Agricultural Commission Report (Abridged), p. 45. 
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Government and tlie advantage to the cultivator appear to be 
altogether too problematical. But the commission strongly 
emphasises the importance of the question of marketing and 
suggests that an expert marketing ofScer should be appointed 
to the staff of the agricultural departments in all the major- 
provinces. One of his first duties should be to organize market 
surveys. As has been already observed, there is a great lack 
of exact information on the subject, and this must be remedied 
before a satisfactory scheme to assist the cultivator in his 
marketing operations can be worked out. The problem of 
warehousing, and the issue of warehousing certificates against 
which the co-operative and other banks could advance money 
to the cultivator, also require to be systematically investigated. 
At present opinion on their immediate utility is divided, but as 
licensed warehouses would enable the cultivator to hold out 
against a favourable turn of prices, and enable him to store 
his produce safely and get an advance against it, we are of 
opinion that it is in the interests of the cultivator that these 
facilities should be available to him. In this connecton 'tlAS ' 
provincial governments can help considerably' by giving long- 
term loans to co-operative societies at cheap rates to build 
godowns in suitable centres. 

The question of co-operative marketing is discussed in the 
chapter on co-operation. 
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RURAL INDEBTEDNESS. 

I. General Survey. 

The Serious Problem of Rural Indebtedness. Credit 
is a supreme necessity for the agriculturist ever5rwhere as his 
capital is generally locked up in his land and stocks and he 
can realize it only at the harvest time. Rural indebtedness as 
such is not necessarily objectionable nor is it necessarily a sign 
•of weakness. But the fundamental objection against rural 
indebtedness in this country is that the bulk of it is incurred 
for unproductive purposes and it is far beyond the means of 
the people. Mr, Darling estimates * that in the Punjab less 
than 5 per cent, of the debt is due to land improvement ; and 
n*at is true of the Punjab is more or less true of the rest of 
•t"^ country. Productive debt by increasing the fertility of the 
land automatically provides for its own repayment, while the 
unproductive debt can be repaid with difficulty by the 
impoverished Indian peasant and has an inevitable tendency to 
grow. The Royal Commission on Agriculture in India stated 
that it is more than probable that the total rural indebtedness 
has been increasing ; and this statement is amply supported by 
the various Provincial Banking Enquiry Committees. This 
increasing indebtedness and the heavy interest charges con- 
stitute, by common consent, one of the main causes of the 
destitution of the Indian agriculturist ; and we can form some 
idea of the seriousness of the problem when we bear in mind 
in the Punjab alone the annual interest charges on rural 
■debts amount to more than Rs. 13 crores,t or nearly three times 
the total land revenue assessment. And the Punjab in this 
respect is more or less typical of the country as a whole. 


* M. L. Darling : Punjab Peasant in Prosperity or Debt, p. 17 to 19. 
t Ibid., p. 5. 
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The Extent of Rural Indebtedness. Various estimates 
of rural indebtedness in the country have been made from time 
to time. In 1895 Sir Fredrick Nicholson estimated the total 
rural debt of Madras at Rs. 45 crores, and on the basis of 
Nicholson’s calculation, Sir Edward Maclagan calculated the 
total rural debt of British India to be about Rs. 300 crores in 
1911. Mr. Darling took as the basis of his calculation the 
total rural debt of Punjab in 1924 which amounted to Rs. 90 
crores. The Punjab figure was 19 times the land revenue of 
the province, but on the ground that the Punjab was more 
heavily indebted that the rest of India, he has worked out the 
figure for the total rural indebtedness of British India by multi- 
plying its land revenue by 17 times. The estimate comes to 
about Rs. 600 crores.’‘= The Indian Central Banking Enquiry 
Committee f the total rural indebtedness of the country 
at about Rs. 900 crores in 1931 ; but the Punjab figures, which 
show that the rural debt has increased appreciably in recent 
j’^ears, may be regarded as symptomatic of wdiat is happening 
throughout the country ; and as the prices also have sub- 
stantially fallen, the burden of the indebtedness must have 
grown proportionately hea\der. Considering the size and the 
population of the country, even such a large figure need not 
alarm us nor is it unprecedented. But the unproductive nature 
of the debt and his extreme poverty make the burden much 
too heavy and far be5^ond the capacity of the Indian ryot. His 
indebtedness is one of the major problems of the Indian agri- 
culturist and the bonds of debt shackle agriculture very 
seriously. 

The Causes of Rural Indebtedness. The extreme 
poverty of the ryot is both a cause of his indebtedness and its 
effect and the origin of poverty and indebtedness is -generaKy 
the same. The excessive pressure of population on the land on 
account of industrial backwardness and the unrestricted multi- 
plication of numbers, the absence of any subsidiary industries 


Punjab Peasant, p. 17 to 18. 
t Report, Vol. I, p. 55. 
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for the agriculturist and the excessive sub-division and 
fragmentation of the holdings, must necessarily take precedence 
among the causes of rural indebtedness. Agriculture in India, 
.dependent as it is on the fickle monsoon, is necessarily a pre- 
<barious occupation ; and as the bulk of the people depend upon 
a"griculture, the foundation of Indian economy is unsound and 
must result in poverty and indebtedness which aggravate each 
other. The ancestral debt which is handed down from father 
to son, generation after generation, is another important cause 
of the present indebtedness. The land revenue policy of the 
Government, both in its heavy assessment in some places and 
a rigid system of collection everywhere, has made its contri- 
bution to increased indebtedness. The ill-health of the ryot, 
which often puts him out of action at critical times, is as much 
an effect as a cause ; and his love of litigation, though it does 
contribute to his indebtedness, is but comparatively a minor 
■cause. Greater importance must be attached to the extravagant 
scale of his expenditure on ceremonial occasions which 
i^ handed down by tradition irrespective of a man’s capacity to 
'afford it ; and the loss of cattle due to famine or epidemics is 
obviously an important factor. With the firm establishment 
of British rule in the country, the growth of communications 
and the boom during the'American Civil War and a little after 
the last world war, land values and with it the credit of the 
ryot have been steadily rising, except for the last few years. 
The moneylender was willing to lend and the ryot was willing 
to borrow and indebtedness increased rapidly. And last, but 
not the least, the heavy rate of interest and the system of 
compound interest constitute a major factor in the increasing 
indebtedness. The moneylender is a very important factor in 
Abe life of the ryot and must be studied carefully. 

^ The Moneylender: the case against him. Probably no 
occupation in the country has been more vigorously abused 
than that of the moneylender. Mr. Darling calls him, “the 
evil genius of the cultivator, exploiting him when he is pros- 
perous and enslaving him when he is poor.’’* The money- 


* M. L. Darling : Punjab Peasant, p. 20. 
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lender, or the salmkar as he is generally called, has existed in 
India since times immemorial and has performed a very 
useful function ; but with the advent of the British rule he has 
deteriorated very sharply. In the pre-British days the sdhuko-r 
dared not defy well-regulated custom which limited compound 
interest to 50 per cent, for cash and 100 per cent, for grain ; 
and as the state was indifferent to debt recoveiy, the panchayat 
was the only authority which could help the salmkar to recover 
his debt. ' With the advent of the British rule both these 
checks on the salmkar were effectively removed : village auto- 
nomy and the force behind local public opinion were destroyed ; 
and the establishment of civil courts, with their elaborate and 
complicated procedure, turned the scales heavily against the 
ryot and played into the hands of the salmkar. The British 
courts allowed interest to accumulate without any limit ; and 
until very recently, a rigid and literal application of law resulted 
in the sale of mortgaged land in satisfaction of a civil decree, 
and became a normal feature of village economy, and not the 
very exceptional measure that it used to be in the pre-Briti.sh 
regime. L/Sud changed hands to an alarming extent from the 
ryot to the salmkar and the **marwari tenure resulted in riots 
and uprisings. The old, customary, human relations between the 
salmkar and the ryot were changed into purely legal and business 
relations. The old, respectable type of salmkar, who had a 
high code of honour, gave way through an adverse change of 
environment to an inferior and unscrupulous t3^e. And the 
ryot's illiteracy, and his compelling need of credit on any terms 
available, have combined to make him an easy victim of the 
cunning salmkar who defrauds him in a variety of ways. 
Initial charges of 6 to 10 per cent, for '*purse loosening are 
not unknown ; the rate of interest is heavy ; interest is 
calculated for a year eyen when the loan is for a shorter periou^ , 
‘the amount entered into the bond is sometimes larger than that 
actually borrowed ; reciepts for payments are not given at 
times and then payments are denied ; there are instances on 
record of liquidated bonds not returned and used against the 
borrower ; and the purchase and sale transactions of the ryot 
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with the sahvkar. reveal innumerable little rogueries which must 
have a large cumulative effect. The enforcement of any usury 
legislation is difficult, with the masses so illiterate and so 
completely under the thumb of the moneylender. Thus the 
; decline of the panchayai, the establishment of civil courts, the 
substantial rise in the value of the land, and the series of 
famines during the last half a century, have led to the supre- 
macy of the scihukar in the village and his domination over the 
ryot. 

The Pathan Moneylender. A peculiarly obnoxious type 
of moneylender is the unscrupulous migratory usurer, the 
Pathan from the North West, who operates among the lower 
classes in backward areas, in famine tracts, and in industrial 
towns where the labourers are ill paid and deeply in debt. 
Interest charges of 150 per cent, are quite common and the 
rate of 300 to 360 per cent, is by no means rare. (The maximum 
legal rate for small loans is 48 per cent, in England and 42 per 
. cent, in U. S. A.) The customers of the Pathan can seldom 
'■pay off their debts and they pay a very substantial part of their 
little incomes as tribute to the moneylender. The present 
writers have personal knowledge of a case, by no means un- 
common, where a poor sweeper woman whp had borrowed 
Rs. 40 from a Pathan owing to the illness of her husband, paid 
him Rs. 60 per year as interest for three years, and narrowly 
escaped a severe thrashing, because once she was unable to 
pay the monthly tribute of Rs. 5 out of her monthly wage of 
Rs. 10. The Pathan refuses to accept part payments of his 
loan and it is practically impossible for the borrower to collect, 
in addition to the monstrous interest, the total amount of the 
^oan out of his tiny income. Thus the victims of the pathan 
^Aave usually to pay him a permanent tribute. The recovery 
methods of the Pathan are particularly objectionable : he relies 
upon intimidation and sometime's violence for recovery of his 
loan, and his usual victims are afraid to make complaints. A 
case was heard in a court of law at Poona some years ago in 
which an Indian Christian had been forced to part with his 



184 


INDIAN ECONOBIICS 


daughter to the Pathan moneylender in repayment of a debt 
of Rs. 8/^ 

The Moneylender : the case for him. While 'the case 
against the moneylender has not been under-stated, it would 
be wrong to conclude that the moneylender does not perform 
an}’- useful function and only fattens himself at the expense 
of the ryot. He is the foundation of rural credit and in the 
financing of agricultural operations he is quite indispensable. 
The alternative sources of agricultural finance are comparative- 
ly negligible. The takavi loans by the Government' have not 
been popular as the amount available is the proverbia.l^drop in 
the ocean ; there are innumerable restrictions and delays in 
giving the loans owing to the red-tape character of the .admi- • 
nistration ; there are exactions by the petty officials, and above . 
all the system of collecting the money is much too rigid. The 
ryot as a rule prefers to deal with the moneylender. rather than 
to imperil his credit with him by taking a small ta-kavi loan 
■with all its handicaps. The only other source of credit open to 
the ryot is co-operative credit. We shall discuss it in detail 
later on, but here it is only necessary to observe that co-operation' 
in India has hardly touched the fringe of the problem, and the 
co-operative credit societies supply only 2 per cent, of the 
annual credit requirements in Bihar and Orissa, f 5.3 per cent, 
in U. P.t and from 7 to 10 per cent in Bombay. § In several 
other provinces the percentage is much less. The sahukar, 
therefore, is undoubtedly the mainstay of agricultural credit and ' 
it is difficult to imagine how agricultural operations can be 
carried on without his help. It is true he charges a heavy rate 
of interest but the risks he runs due to the poverty, improvi- 
dence, ignorance and irregularity of the ryot are also heavy. 
Quite a considerable percentage of his interest is in reality 
legitimate charge of insurance against the risk of losing his 


* Indian Social Reformer, Sth September, 1934. 

t Bihar and Orissa, Report of Ranking Co}niniUee, Vol. I, pp. 27 
and 139. 

j United Provinces, Report of Banking Committee, Vol. I, p. i 44 - 
I The Co-operative Movement hi India by E. M. Hough, p. 243. 
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capital. The amounts he lends are often ver3’- small and the 
usual rate of interest would not make the transaction a business 
•proposition. Mr. Darling is by no means a friend of the 
.moue5dender and he estimates that, “Indian moneidenders 
n'. ohabl}’'’ do not average over 15 -per cent, a year on their 
capital.’’* Considering the important functions he performs and 
the obloquy attaching to his occupation, 15 per cent, on his 
: capital does not appear to us as exorbitant. Although 'he is 
surrounded on all sides ,by improvidence, misery and helpless- 
mess, the money-lender '‘himself is the embodiment of all the 
great , virtues ‘that his neighbours so sadly lack. In the 
pre-J3ritish regime when the panchayat functioned as an active 
inslitutidh; the i‘yot was not so helpless or ignorant, and the 
relations between '-the sahukar and the ryot were friendly 
and' ■ mutually helpful-.' It is the maladjustment in the 
organization of the village life brought about by the centralized 
'pqlicj'- of the present government which is the root of the 
trouble between the sahukar and the ryot ; and in our opinion 
tlye solution of the problem lies not in breaking the mone}’'- 
Wulert but in restoring the old, friendly relations between 
them through the agency of an actively functioning panchayat. 
In breaking the sahukar it is not improbable that we may be 
breaking the ryot, as the sahukar meets some of the vital needs 
of the ryot and at present there is no agency to replace him. 
Besides supplying the credit, he is the village grain dealer and 
helps the rural community to tide over periods of famine and 
drought. The sahukar is a little oasis of thrift and capacity in 
‘ “a vast desert of rural improvidence and helplessness. 

Official Measures Against Rural Indebtedness. Sir 

Edward Maclagan classified official measures against rural 
■/^■’’"Xebtedness under four heads: avoidance of unnecessary 
defats ; improvement of the civil law ; restrictions on land 
alienation ; and provision and maintenance of credit. The 

L. Darling: Riisticus Loquitur, p. 330. 

t Darling : Punjab Peasant, p. 282. “To the Indian cultivator no 
freedom is possible till the power of the moneylender is broken”. 
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avoidance of unnecessaiy debts can be only brought about by 
a sound and widespread system of education. More than two 
thousand years ago Plato said that if we can solve the problem 
of education, education will solve all our other problems. The 
illiteracy of the bulk of the people must be' set down as an 
outstanding failure of the government, and its economic conse-* 
quences for the masses have been naturally very adverse. We 
shall next discuss the measures. for the 'improvement of the civil 
law. Several useful alterations have been made in the Civil 
Procedure Code in the matter of executing decrees against 
agriculturists : agricultural tools and implements, the cattle 
necessary for tillage, and the agriculturist’s house, are 
exempted from attachment or sale ; the agriculturist debtor Is 
exempted from arrest for a decree of the court, and he has been 
given the concession of paying his debts by instalments. The 
Usui'ious Loans Act of igi8 amended and consolidated the 
legislation which protected the ryot from the moneylender. 
Under the Act, the court hearing a suit for the recovery of debt 
might reopen the transaction and relieve the debtor of exces- 
sive interest, provided the transaction had been substantially 
unfair in the first instance, and the interest charged had been 
excessive. But the Royal Commission on Agriculture'^' stated 
that the act was practically a dead letter, and this opinion has 
been corroborated by the Whitley Labour Commission. t But 
the latter has made a useful and constructive suggestion. It 
takes the stand that the money-lender who enters into contract.^ 
which he knows the debtor cannot fulfil, or at least can fulfiL 
only by suffering severe and prolonged hardship, should not .be 
able to look to the courts for their enforcernent, be 5 ’-ohd the 
surplus of the worker’s income over a reasonable expenditure 
for the maintenance of himself and his family, or beyond -a 
period of two or three years. The “reasonable expenditure’’ 
is to be determined by the court. The Whitley Commission’s 
terms of reference confined it to industrial labour and it limits 
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tlie recommendation to industrial workers on 'Wages and salaries 
of less than Rs. 100 per month, but the proposal merits serious 
consideration as to its wider adaptability. 

Restrictions on Land Alienation. During the latter half 
•of the last century land values rose very high and resulted in 
a great expansion of the ryot’s credit which was generally 
misused. The consequences were that a great deal of land 
passed from the hands of an' ignorant and unthrifty peasantry 
into those of the sahuliar ; and to begin T\dth the government 
rather welcomed the change on the ground that the new owners 
would have sufficient resources to exploit the laud efficiently. 
Gradually, however, the government realized that the large 
and rapid change in the ownership of land ma3’' have serious 
economic and political consequences and efforts were made to 
restrict the transfer of land, the Punjab Laud Alienation Act 
of 1901 being an outstanding example. According to this act 
non-agricultural classes are not allowed to buy land from agri- 
cultural classes or to take it in mortgage for more than twenty 
4 'ears. It has successfully prevented the expropriation of the 
" a>griculturist by the moneylender ; but on the other hand it is 
difficult for the capital, and greater intelligence and enterprise 
of the educated classes in urban areas to be used for improving 
agriculture, and this unnatural divorce is a handicap to the 
agriculturist himself. The agriculturist has also suffered to 
some extent by the inevitable contraction of his credit ; and 
the emergence and growth of the agriculturist moneylender, 
to whom the restrictions of tlie act do not apply, has seriously 
minimized the advantages of the act. While the land remains 
in the hands of the agricultural classes, the problem of rural 
indebtedness is hardly affected. 

, j Provision and Maintenance of Credit. The provision 
' imd maintenance of credit is the fourth and last head under 
which official measures against rural indebtedness have been 
classified. The taliwvi loans are an old and traditional form of 
state help to the ryot and it was only after the Famine Com- 
mission of 1880 that the British Government realized its 
responsibility in this connection. Even so the tcikdvi loans 
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have been estimated at only Rs. 6 crores at the beginning of 
the centur3’-, a mere drop in the ocean. It has been already 
explained that the takavi loans have never been popular on 
account of the rigid methods of realizing the loans and the 
red-tape character of the administration. As a general means* 
of financing agriculture the system is a failure, although in 
respect of some famine tracts and backwai'd areas, it has a 
limited use. The Encumbered Estate Acts and the Court of 
Ward Acts are helpful to the larger landowners in protecting 
them from insolvency. But the co-operative movement opens 
up great possibilities for the amelioration of the condition of 
the ryot and wc shall make a detailed study of it in the next 
chapter. 


II. Recent Legislation. 

The Raison d’etre of Recent Legislation. The catas- 
trophic Ml in agricultural prices made the problem of rural 
indebtedness a very serious matter which demanded immediate 
attention. While the tiny income of the agriculturist had beei^l. 
substantially reduced, the land revenue, rent and interest 
charges remained at the old level, and the situation was steadily 
heading towards a catastrophe. Under the circumstances some 
drastic remedies were urgently needed, and legislation has been 
undertaken in some of the provinces to meet the situation thus 
created. We shall study in some detail the legislative measures 
that have been passed in the Central Pro\rinces, the Punjab 
and the United Provinces. 

Debt Conciliation in the Central Provinces. The Debt 
Conciliation Act of 1933 in the Central Provinces is a bold 
measure and it is interesting to study how it works in actual 
practice. In this connection it is necessary to familiarize one-, 
self with the provincial background the main features of which 
are that nearly 90 per cent, of the tenancy land and 70 per cent, 
of all cultivated land, is held by occupancy tenants ; it is not 
transferable except to co-sharers and certain heirs ; it cannot 
be used as security for loans, although takavi advances form 
a charge on it ; and it cannot be attached or sold in execution 
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of decrees, but for arrears of rent the tenant may be ejected by 
0 j'gygnue court, The result is that the credit of the a^iicul- 
turist is limited, the rate of interest is high, and the secured 
,debt in 192S amounted to only 27 per cent. The present debt 
vonciliation legislation had a local precedent during the 
economic depression which resulted from the great famine of 
1S97-1900, when Government carried out a scheme of debt con- 
ciliation to the extent of Rs. 240 lakhs of which Rs. 155 lakhs, 
wliich was mostly irrecoverable, was remitted. The present 
measure came into force from ist April i 933 * The machineiy 
for its working is the Conciliation Board which consists of a 
chairman, who is an executive or judicial officer, and a few 
non-official members working in an honorary capacity. The 
procedure of debt conciliation is that creditors or debtors, who 
do not owe more than Rs. 25,000, may apply to the Board 
giving particulars about the parties, the amounts owed to each 
creditor, the proiierty owned bj* the debtor and so forth. The 
Board examines the applicant and if it is satisfied about the 
desirability of a settlement, a notice is issued to all the creditors 
"" 'Co submit an account of the debt owed to them. If a state- 
ment of debt is not made in time, such debts are deemed to 
have been discharged ; and tlie creditor must also submit his 
books and documents for inspection. The Board then endea- 
vours to make an amicable settlement ; and if the creditors to 
whom 40 per cent, of the debts are owing agree to a settlement, 
an agreement is signed setting forth the tenns, and it is 
registered under the Indian Registration Act. Lawyers are 
debarred from appearing before the Board and the5^ have no 
place in the conciliation system. If a debtor defaults in paying 
the instalments according to the agreement, such amount may 
’^e recovered as arrears of land revenue on the application of 
Ithe creditor, but if the Deputy Commissioner fails to recover 
such arrears, he will certify that it is irrecoverable, and the 
agreement will cease to subsist. If a creditor refuses to agree 
to an amicable settlement, the Board grants the debtor a certi- 
ficate in respect of the debts owed by him, and if the creditor 
sues the debtor in a ciyil court for the recovery of the same, the 
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court will not allow him any costs in the suit, or interest on 
the loan exceeding 6 per cent, after the date of certificate. 
After the registration of an agreement, if an unsecured creditor 
sues for the recovery of the debt, any decree so obtained will 
not be executed until all amounts payable under the agreement' 
have been paid off. Civil courts are prohibited from enter- 
taining suits in .any matter pending before a Board, and 
proceedings pending before a court are suspended, and cannot 
be revived until the Board has disposed of the application. 

There was at first a sharp conflict of opinion about the 
inclusion of co-operative debts in the scope of debt conciliation. 
The non-officials were opposed to it as they feared that the 
inclusion would ruin the co-operative movement by causing a 
run on the central banks. On the other hand the Registrar 
of Co-operative Societies was in favour of inclusion on the 
following grounds : conciliation must comprise the entire debt 
if it is to be effective ; the exclusion of co-operative debt would 
cause a gidevance to private creditors ; the conciliation of 
co-operative debt would stimulate the process, already initiated,'^- 
of writing off bad debts, and if co-operative debt was nof 
included, the debt owed to private creditors would become like 
a first charge on the ryot’s annual income. In the end it was 
decided to include co-operative debts, subject to the previous 
approval of the Registrar. 

The Working of the Conciliation Boards. The work 
done by the various conciliation Boards till October 1934 has 
been summarized bj’’ Dr. P. J. Thomas'*' as follows: the number 
of agreements executed has been 4,273 ; the amount involved 
has been Rs. 42.83 lakhs ; the number of certificates issued has 
been 1,112 ; and the percentage of remission has ranged 
between 30 and 54. The economic advantage resulting from'; 
such debt settlements is very substantial as there is a great 
saving in time and money to all the parties concerned. How- 
ever, what the parties gain is at the expense of the lawyers and 
the Government treasury : the lawyers have much less work, 
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-and in Seoni the number of cases has already diminished by a 
third ; and Government loses both under court fees and income- 
tax. The impression created, by the working of a conciliatory 
board is thus described b.y Dr. Thomas : 

'' I visited Seoni in the middle of September 1934, and was much 
impressed by the working of the Conciliation Board, by the cs]yrit 
d’corps animating the members of the Board, the conciliatory spirit of 
the mone}'lenders, and above all, the fairness and ability of the 
chairman. In fact, the diairman is the life of these Boards, and their 
success is greatly due to his industry and perseverance. 

Dr. Thomas is a fortunate man who seems to have dis- 
covered an ideal spot where conflicting interests harmonize as 
a matter of course, but nevertheless the system has some 
serious deficiencies which he has himself pointed out. In the 
•case of secured creditors, who can realize their debts by 
proceeding to the civil court, very few have entered into any 
agreements. And even after an agreement has been arrived 
at, the secured creditor, who is not a party to it, can proceed 
to foreclosure and thus nullify the agreement. And the un- 
""slscured creditors who enter into an agreement generally do so 
because they find it impossible to realize their debts. The 
unequal treatment of secured and unsecured debts is not in 
keeping with the Indian traditional law ; and it is calculated 
to undermine the sanctity of the plighted word. Again, the 
conciliation Act can only relieve a small section of those who 
need relief, and even they get only a partial relief. The grant- 
ing of a certificate by the Board does not help the debtor or 
hurt the creditor very much, as it only means that the creditor 
will not get the costs of the suit, and interest will not exceed 
6 per cent, after the date of certificate. Opinion is gathering 
iji favour of removing the advantages given to secured 
^editors ; and, in order to facilitate agreements, the minimum 
limit of acceptance by the creditors to whom a certain amount 
of the debt is due should be reduced from 40 per cent, to 20 per 
cent. Another complicated issue is whether arrears of rent 
should be excluded from the puryiew of the Act. On one 
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side it is argued that as the lualguzar pays the land revenue- 
out of the rent he receives, it would be unfair to cut down the 
rent. For the other side it is pointed out that the arrears of rent 
are in reality arrears of loans advanced by the malguzars to' 
the tenants ; and if rent is excluded by statute from the opera- 
tion of the Act, a good number of cases that now come for 
settlement will have to be dismissed, and the Debt Conciliation 
Act will be of little real help in relieving agricultural distress. 

The acid test of the success of the Debt Conciliation Act 
is the punctuality with which the instalments under the new 
agreements are paid ; for if the instalments are not forthcoming, 
the agreements will be null and void. And however light the 
instalments, the cultivator finds it difficult to pay them. It is 
proposed that Laud Mortgage Banks should be started to 
provide the ryol- with long term credit ; and as the bulk of land 
is non-transferable. Government is proposing to change the 
land law, enabling occupanc}' tenants to mortgage and sell their 
holdings to the land mortgage banks. The crux of the matter 
is that until the profits of agriculture can be substantially- 
increased, the problem of the ryol's indebtedness cannot be 
solved ; and the actual result of Debt Conciliation Act is that a 
part of the debt is remitted, and the remaining portion must be 
financed b}* land mortgage banks. He will be a bold man who 
will prophesy that the land mortgage banks can easily realize 
their debts ; the experience of the Punjab is quite the contrary. 
The net result of the Debt Conciliation Act will be that debts 
will be partly cancelled and partly transferred, but they cannot 
be liquidated. At its best it will be a palliative and not a cure. 

The Government of the Central Provinces has also carried 
out legislation to regulate money lending and to keej) interest 
rates under control. The Usurious Loans Act of ig'iS, which 
has proved in practice to be a dead letter, gave the courts 
power to reopen transactions and cut down interest if the rate 
of interest was excessive and the transaction substantially 
unfair. The Usurious Loan (Central Provinces Amendment) Act 
of 1934 not only empowers the courts but compels them to 
interfere if the rate of interest is excessive or the transaction 
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is substantially unfair ; both these conditions need not be 
fulfilled. While it is left to the discretion of the court to decide 
, what is’ excessive interest, it vdll be deemed excessive if it 
exceeds 12 per cent, on secured loans and 18 per cent, on 
•jnsecured. The Mone3denders’ Act of 1034 is meant for the 
control of money lending and provisions have been made for 
the maintenance of accounts by moneylenders and for the 
supplj’ of statements thereof to debtors. The principle of 
damdtipai is recognized ; interest in future is not to exceed the 
principle. This maj'- appl3' to past loans also, with certain 
reservations ; and decretal amounts may be paid b3’- instalments. 

The Punjab Relief of Indebtedness Act. The Punjab Relief 
of Indebtedness Act passed at the beginning of 1935 has aroused 
a great deal of fierce controversy, as in addition to the clash 
of economic interests between the creditor and the debtor, there 
is the bitter communal conflict between the Hindu who is 
generallv’- the creditor, and the Muslim who is generally the 
debtor. The Punjab legislation has followed closely the Central 
,A-^,rovinces legislation. The amendment of the Usurious Loans 
A'ct of 1918 in both the provinces is more or less identical : the 
courts are not only empowered but compelled to reopen 
transactions if the rate of interest is excessive or the transaction 
is substantially unfair ; both these conditions need not be 
fulfilled as in the original act. The definition of excessive 
interest in both the provinces is identical : on secured loans 
if it exceeds 12 per cent, simple interest, and on unsecured loans 
if it exceeds 18 per cent, simple interest. The Debt Conciliation 
Boards established under the new act are obwously modelled 
on the Central Provinces Boards ; and except that law3^ers are 
allowed to appear before the Boards in the Punjab, there is 
I ''']), appreciable difference. The principle of damdtipai, that 
■ iiiterest is not to exceed the principle, is equally recognized in 
both the provinces. It is rather curious that more or less 
^ identical legislation was passed in the Central Provinces without 
any noticeable friction, while in the Punjab it has roused a 
bitter .conflict which is hardly ended. A part of the explanation 
seems to be that the bill as originally passed by the Punjab 
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Legislative Council, under the stimulus of class and communal 
interests, was drastic, and defined interest to be excessive if 
on secured loans it exceeded the bank rate plus 2 per cent, 
interest ; and on unsecured loan if it exceeded the bank rate 
plus 5 per cent, interest. Apart from the low rate of interest 
allowed, most of the creditors or the debtors do not know what 
is the bank rate, and such a measure would be obviously 
oppressive, and break down in practice. The Governor returned 
the bill with a schedule of amendments ; and the bill as it finally 
passed the Punjab Legislative Council is more or less identical 
with the legislation in the Central Provinces. But there is one 
important difference : no provision is made in the Punjab legis- 
lation for recovery of debt, and the debtor is entrenched behind 
the land alienation act. Credit in the village economy is getting 
frozen and the recent legislation will have a tendenc}^. to 
accentuate it. On the other hand, at least a part of the debt 
is quite irrecoverable, and any debt legislation must necessarily 
take that into full consideration. 

A 

The United Provinces Acts, 1934. During 1954 tlie 
United Provinces made a serious effort to tackle the problem 
of rural indebtedness and five legislative measures were passed 
accordingly. These comprise the Agriculturists’ Relief Act, 
the Encumbered Estates Act, the Regulation of Sales Act, the 
Temporary Regulation of Execution Act and the Usurious Loans 
Act as amended by the U. P. Usurious Loans Act. Their object 
evidently is, in view of the catastrophic fall in agricultural 
prices, to relieve the agriculturist of a considerable portion of 
the crushing burden of his debt at the expense of his creditor. 
/And it must be conceded that under any circumstances the 
icreditor could not have realized his dues in full.' How far tl:\e 
iburden of the agriculturist will be relieved remains to be seen 
•and it is premature to form any opinion about the working of 
these Acts at this stage. '\A^e shall briefly consider each of these 
measures. 

The Agriculturists’ Relief Act. The principle prowsions of 
•this act are that a decree against an agriculturist shall be paid 
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in a number of instalments which shall not extend beyond four 
years in the case of mortgagee agriculturists, and beyond fifteen 
years in the case of other agriculturists, and the period can be 
/further extended on account of an agricultural calamity. On 
the other hand if a certain number of instalments are in arrears, 
the decree-holder may immediately enforce payment of the whole 
amount then remaining due. Future interest on the decree 
against an agriculturist shall not exceed the rate notified by 
the Local Government. In order to prevent the transfer of 
property from the agriculturist to his creditor, it has been 
provided that no mortgage of land by an agriculturist made 
after the commencement of this act shall be valid, if possession 
of the mortgaged land is to be delivered to the mortgagee ; 
unless the mortgagee is authorized to retain such possession and 
to receive the rents and profits in lieu of interest and towards 
payment of the principal, on condition that after the expiry 
. of a fixed term not exceeding twenty years, the mortgaged 
land shall be re-delivered to the mortgagor and the mortgage- 
/■ lebt shall be deemed to have been discharged. It is further 
provided that no loan taken by an agriculturist after this act 
comes into force shall bear interest at a rate higher than that 
notified by the Local Government. It is the duty of the creditor 
to maintain and furnish accounts ; any creditor, recording in 
his book of accounts as lent to the agriculturist a sum larger 
than that actually lent, is liable to a fine of rupees one hundred 
for the first offence, and a fine of rupees five hundred for any 
subsequent offence ; and in case of failure to give credit to 
the agriculturist for any payment made by him to the creditor, 
the court may award the debtor such compensation as it considers 
necessary, not exceeding double the amount of payment made 
1' jy him. Kxcept as otherwise provided for by this act, no order 
passed by the Local Government or the Collector under the 
act shall be called in question in a civil court. 

The Encumbered Estates Act. The Act is intended to 
assist landowners whose estates, if relief is given, are sufficient 
to. discharge the liabilities. It applies only to larger landlords 
whose land revenue, actual or nominal, is more than Es. 100 
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and onl}’- to such of them as ask to have the Act applied to 
their estates, within one year after the date on which it comes 
into force. If the landlord puts in an application, a Special 
Judge appointed for the purpose will enquire into the landlord’s 
debts, and if the contractual rate of interest on the loan taken' 
is high, will reduce the amount due in accordance with the 
principles stated in the Act. When the Special Judge entertains 
an application, all proceedings pending at that time in any civil 
or revenue court in the United Provinces against the landlord 
shall be stayed, all attachment and other execution processes 
shall become null and void, and no fresh suit or other proceeding 
can be instituted. On the other hand, the landlord shall not 
be competent, without the sanction of the Collector, to make 
any exchange or gift or to sell, mortgage or lease his proprietary 
rights or any portion of them. The Special Judge shall examine 
all claims against the landlord and determine the amount of his 
debts, provided that the amount of interest shall not exceed , 
the principal, the provisions of the Usurious Loan Act of 1918 
will be applicable to the proceedings, and the provisions of the 
United Provinces Agriculturists Relief Act of 1934 shall not be 
applicable to proceedings under this Act, For purposes of 
liquidation landed property will have tv'o values — a transfer 
value and an instalment value. The transfer value is practically 
what the value of land would have been but for the remissions 
for the slump in prices. The instalment value is based on the 
post-slump profits, as it is the amount which can be collected 
with interest fi'om those profits over a period of tv'enty years. 
Where debts do not exceed instalment value or proprietary 
rights in land, the debtor shall be ordered to pay such amount 
to the Local Government in instalments, with future interest 
which shall not be higher than 4^ per cent, per annum, provider! 
that such instalments shall not extend beyond a period of 
twenty 3'-ears. Where debts exceed instalment value of 
proprietary rights in land, the debtor shall transfer to the 
creditors entire proprietary rights in unprotected land ; and the 
balance will be recoverable in instalments, which shall not 
extend beyond a period of twenty j^^ears, from his proprietary 
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rights in protected land, if any. The instalments shall be 
paid by the debtor to tlie Local Government along with his 
land revenue and cesses, and any such instalment not paid on 
•due date shall be recoverable as an arrear of land revenue. 
J A.n appeal against any decision, decree or order of a Special 
Judge of the first grade under tliis Act shall lie to the High 
Court or the Chief Court as the case may be. The period of 
limitation for appeals shall be ninety days. 

Regulation of Sales Act. The object of the Act is to make 
temporary provision for the regulation of sale of agricultural 
land owing to the slump in prices. When agricultural land 
is sought to be sold in execution of a civil court decree against 
an agriculturist in respect of a loan prior to the passing of this 
Act, the Collector shall, unless the court grants instalments, 
determine the value of such agricultural land on the basis of 
the net profits, ignoring the remissions in rent and revenue 
due to the slump in prices, and other remissions, if any. The 
decision of the Collector in this connection shall be appealable 
the Board of Revenue within sixty days of such decision, 
and the decision of the Board ^of Revenue shall be final. When 
the value of the land has been thus determined, the Collector 
shall give the decree-holder three options : taking the agricul- 
tural iand, or the amount of agricultural land so determined, 
as the case may be ; having the sale postponed till ist November 
1936, or any later period as may be determined by the Local 
•Government ; or having the decree realized by sale of agricul- 
tural land. If the decree-holder exercises the third option, 

' whatever the proceeds of the sale may be, it shall be assumed 
that they are equivalent to the value of the land as 'determined 
by the Collector, and the decree shall be satisfied accordingly. 
^-To sum up, the agricultural land is given by law a pre-slump 
''v-alue in the post-slump period, and the difference is to be 
made good 'by the creditor of the agriculturist. 

Temporary Regulation of Execution Act. The object of the 
Act is to make temporary provision for the regulation of 
execution of civil court decrees for the debts of small agricul- 
turists passed before the commencement of this Act. This 



INDIAN ECONOMICS 


198 

Act shall not apply to any decree passed in favour of a duly 
registered co-operative credit society. The maximum amount 
of decree to which this Act applies is Rs. 1,000 and shall be 
determined from time to time by the Local Government by 
notification in the Gazette. Any pei'son against whom a decree! 
to which this Act applies has been passed, or his successor or 
representative, may, within a period of one year following the 
commencement of this Act, apply to the court to give him 
the benefit of the provisions of this Act. Any person making 
such an application shall pay into court to the credit of the 
decree-holder a sum equivalent to 25 per cent, of the amount 
due under the decree ; and if payment is not made, the 
application shall be rejected. But if the applicant makes the 
necessary payment, and he is entitled to the benefit of this 
Act, all proceedings then pending for the execution of the decree 
shall be stayed, and the debtor shall pay the balance into 
court by annual instalments to be fixed by the court, subject 
to the following important provisions : (a) If the rate of interest 
at which the debt was incurred exceeds 24 per cent, per annum^ 
the total of the instalments shall not exceed 40 per cent, of 
the amount due under the decree, (b) If the rate of interest at 
which the debt was incurred is equal to or is less than 24 per 
cent., the total of the instalments shall not exceed 50 per cent, 
of the amount due under the decree, (c) The number of instal- 
ments shall not exceed five, (d) No interest shall be chargeable 
on the instalments. If tu^o instalments are in arrears, the decree- 
holder may proceed to execute the decree for the balance that 
would have been outstanding, had no proceedings been taken 
under this Act. No person who has made an application under 
the United Provinces Encumbered Estates Act shall be entitled 
to make an application under this Act. An income-tax assessee 
shall not be deemed to be a cultivator. j 

Usurious Loan (United Provinces) Amendment Act of 
1934 . The object of the Act is to give additional powers to 
courts to deal with cases about usurious loans. According to 
this Act the court is entitled to reopen the transaction if the 
interest is excessive or (in the Usurious Loans Act of igiS 
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the word used is and) the transaction is substantial!}’- unfair. 
This amendment obviousl}- increases the powers of the court. 
The crucial point is what is excessive interest according to 
this Act on secured and unsecured loans. The law does not 
^ •specify it categorically, but it does specify a lower limit below 
which the' courts cannot interfere, and an upper limit beyond 
which the courts must interfere. The lower limit on secured 
loans is 7 per cent, and the upper limit is 12 per cent. ; the 
lower limit on unsecured loans is 9 per cent, and the upper 
limit is 24 per cent. It depends upon the circumstances of 
each case and the discretion of the court to decide what should 
be the rate of interest in any particular case between the upper 
and tlie lower limits. 



CHAPTER X. 


THE CO-OPERATIVE MOVEMENT IN INDIA. , 

The Aims and Objects of Co-operation. Co-operation 
may be defined as a voluntary association in a joint under- 
taking for mutual benefit. It strikes a happy mean between 
extreme individualism on one side and communism on the 
other. It has been justly described as the rnost diificult and 
-beautiful art in the world, and like ever}^ art it requires a 
balanced combination of vision and technique. The technique 
of organization and operating methods is very important, but 
the vision is still more important : for great as is the economic 
end in view, the moral effort and the progressively developing 
sense of moral obligation are greater still. By means of associa- 
tion with others, moral development and mutual support, the 
powerless individual can obtain, in his own degree, the material 
advantages available to wealth}’- and powerful persons, and lid 
has an opportunity to develop himself. In its technical sense 
Co-operation means the abandonment of competition in produc- 
tion and distribution and the elimination of middlemen of all 
kinds. The essential factors in the movement are voluntary 
association, joint undertaking, mutual benefit and moral deve- 
lopment. It is, in the words of Sir Horace Plunkett, “Self-help 
made effective b}’- organization.” The development of the Co- 
operative movement in the world may be measured from the 
fact that the Fourteenth International Co-operative Congress 
held in London in 1934 represented 95,000 societies with an 
aggregate membership of over 100 millions and with a trade 
turnover of £^260 millions.'^’ Curiously enough nearly three-' 
fourths of the co-operators represented hailed from Pussia. 

Co-operation in Other Countries. Co-operation there has 
always been in the world or there would have been little human 
progress ; but for the beginnings of modern co-operation as a 
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formal movement we have to go back to the first half of the 
last centurj’". Its philosophy was expounded by Robert Owen 
who has been acclaimed as the father of the co-operative move- 
ment, though he was hardly concious of the important part 

V n-liich he was playing in the inaugeration of the new move- 
ment, and was unwilling to assume any parental responsibility 
for it. In England the outstanding success of the movement 
has been the Co-operative Consumers’ Societies. The “Equit- 
able Pioneers of Rochdale,” with their sound principle of one 
man, one vote, their sale at market prices, and division of profits 
among the shareholders on the basis of the extent of their 
patronage, launched their venture in 1844 and made a specta- 
cular success of it. It has become the model not onlj'' in 
England but also in other countries. In Denmark, as in the 
United States of America, co-operative marketing has been the 
chief development. Co-operative insurance societies are popular 
in France and Belgium, and co-operative land consolidation has 
been important in Scandinavia. But from the Indian point of 
View the most significant development of the co-opertive move- 
ipent has been the scheme of co-operative finance which origi- 
nated in Germany. Raiffeisen and Schulze-Delitzsch were the two 
German pioneers ; and while the former’s activities were chiefly 
for poor peasants, the latter interested himself in artisans and 
small tradesmen. The principle features of the Raiffeisen 
Societies were joint and unlimited liabilit}’’, a closely restricted 
area, gratuitous serrdee on the managing committee, allocation 
of net profits to an indivisible reserve, limitation of loans to 
members, and reliance’ on personal rather than real credit. For 
bur purposes Raiffeisen Societies are the most important and Sir 
Frederick Nicholson summed up his conclusions on the pi'oblem 
'if rural indebtedness in India in two words : “Find Raiffeisen.” 

^ - Co-operation in India and the State* No consideration 
of tile co-operative movement in India can lose sight of the 
Government leading-strings. In some other countiies too the 
original impetus to co-operation came from the Government, 
but there is no parallel for dependence upon official initiative, 
direction and control that exists in India. The Registrar of 
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Co-operative Societies has been justly described as their Brahma^ 
Vishnu and Shiva rolled into one, and in his evidence before 
the Royal Commission on Agriculture, Sir Horace Plunkett said 
that the Indian co-operative movevieni would more accurately 
be called a co-operative policy. He rightly added that th^’,, 
distinction between co-operation imposed by the Government 
and necessarily super\dsed, regulated, restricted and controlled 
on the one hand, and co-operation promoted by voluntary 
initiative and sustained by the co-operative spirit, which ensuies 
the loyalty of the members, on the other hand, cannot be over- 
emphasized. Wlrile the co-operative movement as we find it 
in the country to-day is imported from outside under official 
auspices, the spirit of co-operation and inter-dependence is the 
very keynote of our chracteristic social institutions like the joint 
family, the caste system and the traditional village organiza- 
tion. And the spirit of brotherhood is the outstanding feature of 
Islam. Various types of indigenous co-operation are still found 
in the countrv, the nidliis, or mutual loan associations, being 
the most important. The movement in connection with nidhis_ 
started in Madras and spread to the United Provinces, the 
Punjab and Bengal. In spite of various handicaps, in 1901 
there were over 200 nidhis with some 36,000 members and a 
subscribed capital of more than two crores of rupees. 

The Co-operative Credit Societies Act of 1904. The idea 
of starting co-operative societies in India was first suggested 
by Sir Fredrick Nicholson in his famous report published in 
1S95-7 on the advisability of starting a system of agricultural 
or land banks in the Madras Presidency. In 1S99 the Madras 
Government reviewed it and shelved the whole question by 
declaring that rural credit was not an urgent problem. In 
1900 Mr. H. Duparnex published a book on “People’s Banks for^ 
Northern India” based on successful experiments with village 
banks in the United Provinces. Following two terrible famines, 
the Famine Commission of 1901 (of which Sir Fredrick 
Nicholson was a member) gave a further stimulus to co-opera- 
tion by strongly recommending the Raiffeisen type of village 
banks. After another committee and a good deal of further 
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discussion the Co-operative Credit Societies Act of 1904 vas 
passed. It was modelled largely on the English Friendl}' 
Societies Act, but was quite simple and elastic, leaving a wide 
discretion to the provincial Registrai's to be appointed under 
. 'r. in building up their own co-operative structure. The act 
p'rordded for the formation of credit societies only and special 
emphasis was laid on rural rather than urban credit. The chief 
provisions of the act were as follows : 

I. That any ten persons living in the same village or 



town, or belonging to the same class or caste, 
might be registered as a Co-operative Society for 
the encouragement of thrift and self-help among 
the members. 

2. The main objects of a Society were to raise funds by 

deposits from members and loans from non-mem- 
bers, Government and other Co-operative Societies, 
and to distribute the mone}^ thus obtained in loans 
to members or, vdth the special permission of the 
Registrar, to other Co-operative Credit Societies. 

3. The accounts of every Societ}’’ were to be audited by 

the Registrar or by a member of his staff free of 
charge. 

4. Rural societies were to have four-fifths of their mem- 

bers agriculturists ; urban, four-fifths non-agri- 
culturists. 

5. The liability of members of a rural society was to be 

unlimited, except with special sanction by the 
Local Government. Liability of urban society 
members might be either limited or unlimited. 

6. A rural society was to carr}’’ all its profits to the 

reserve fund, although a bonus might be distri- 
buted to the members when the reserve fund had 
grown beyond certain limits fixed under the by- 
laws. 

7. In urban societies no dividend was payable until one- 

quarter of the profits in a given year, was carried 
to the reserve fund. 
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8. Loans could be made only to members, and usually 
only on personal or real security but not ordinarily 
on chattel security, although ornaments, the 
common form of savings of many peasants, might 
legally be accepted as security. 

g. The interest of any one member in the society’s 
share capital was strictly limited. 

10. Societies formed under the Act were exempt from 

fees pajmble under the Stamp, Registration and 
Income Tax Acts. 

11. The organization and control of Co-operative Credit 

Societies in each province were put under the 
charge of a special Government officer called the 
Registrar of Co-operative Societies. 

The Co-operative Societies Act of 1912. The working 
of the Act of 1904 soon revealed some obvious defects, : it gave 
no legislative protection to non-credit societies or to the Unions, 
Central Banks and Provincial Banks which were gradually 
coming into existence to finance and supervise the primary- 
credit societies. The Co-operative Societies Act of 1912 
remedied these defects, and some minor changes were also made. 
Any registered society could, with the Registrar’s sanction, 
after carrying one-fourth of the annual net profits to a reserve 
fund, contribute upto 10 per cent, of the remaining net profits to 
a wide range of charitable purposes. The shares or interest in 
co-operative societies were exempt from attachment and the 
societies were given a prior claim to enforce recovery of certain 
dues. The new act replaced the earlier distinction between 
rural and urban societies by a more logical one between societies 
with a limited and an unlimited liability. 

Other Landmarks in the Co-operative Movement. In 
1914 the Maclagan Committee on Co-operation was appointed 
and its report in 1915 led to the reorganization and overhauling 
of the whole administration .of co-operation. Prom this time 
onwards the share of the non-officials in the movement had a 
tendency to increase, and the Co-operative Institutes staited 
in various provinces for propaganda and co-operative education 
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are run under non-official auspices. According to the Govern- 
ment of India Act of 1919 Co-operation is a transferred subject, 
but so far onty Bomba}’’, Burma, and Madras have passed their 
own Co-operative Acts. Tlie Bombay Co-operative Societies 
>.'ct of 1925 widens the scope of the movement to “better 
living, better business and better methods of production,” and 
the intended beneficiaries of co-operation are changed in the 
preamble from, “agriculturists, artisans and persons of limited 
means” into “agriculturists and other persons with common 
economic needs.” Its classification of societies is more 
scientific and it makes definite provision for the arbitration of 
disputes and improves the procedure for liquidation and recovery. 
It also provides penalties for specified offences. Co-operative 
Committees of Enquiry were instituted in various provinces 
from 1922 onwards to enquire into the financial situation which 
was worsening and the defaults in repayment which were be- 
coming increasingly common. In 192S the Royal Commission 
on Agriculture was appointed and co-operation formed only 
,<'lpart, though an important one, of its extensive enquiry. The 
Wliitlej’- Labour Commission has dealt with the problem of 
credit as it affects industrial labour. Recently, in consequence 
of the appointment of the provincial committees under the 
Indian Central Banking Enquir}-- Committee, the co-operative 
moi’ement in the different provinces, particularly the credit 
needs of the people and the development of banking, has been 
sun’eyed ; and various provincial enquiries on a comprehensive 
basis have also taken place. The growing difficulties of the 
co-operative movement led the Government of India to hold an 
All-India Co-operative Conference at Delhi in January 1934 
consisting of Ministers in charge of co-operation. Registrars and 
^ ] TTO representative non-officials. It emphasized the importance 
'oi the development of land mortgage banks under Government 
auspices and a Central Co-operative Board to co-ordinate 
co-operative activities in the country and to serve as a clearing 
house for authentic information. 

Co-operative Credit. Credit societies were the earliest 
co-operative undertakings launched in this country and they 
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still dominate the picture and at the end of 1Q31-32 represented 
83-4 per cent, of the primary societies. Among the credit 
societies, agricultural credit societies far exceed, both in number 
of societies and in membership, all other types of co-operative 
organizations put together. The agricultural credit society is 
the foundation stone on which the whole co-ojierative edifice 
is built ; and the soundness of the co-operative movement is to 
be finally judged by the soundness of the agricultural credit 
society. If the latter is unsound, nothing can prevent the 
ultimate collapse of the edifice, however good parts of the super- 
structure may be. 

Primary Agricultural Societies. The total number of 
primary agricultural societies during 1031-32 was 03(59S vith 
a total membership of 3,109.383. The minimum initial 
membership permitted for such a societ}' is 10 but the general 
average for the country in 1912-13 v’as 41 and i93i"o2 it was 33 " 
The iSlaclagan Committee felt that large societies are. to be 
deprecated as the co-operative safeguards of mutual watchful- 
ness and supervision are absent. The members must reside in 
the same village or must belong to the same tribe, class, caste 
or occupation. ISIixed societies, v.diere tried, have not been a 
success. With unlimited liability, which is the rule for primary 
agricultural credit societies, the necessity for a compact 
membership is urgent, in order that members may be able to 
evaluate each other’s credit and to keep track of the emplo}"- 
ment of funds obtained through the society. The predominence 
of peasant proprietors or tenants in the membership varies with 
the conditions of land tenure prevailing in different parts of the 
country. There are few women members and it has been 
suggested by the Horace Plunkett Foundation that the ralhdug 
of women to the cause of co-operation may prove to be of as 
great importance to this movement as it has been to the popular 
political movement. The management is democratic and 
honorary and is entrusted to a general committee consisting of 
all the members, and a managing committee which forms the 
executive. In a well-conducted society the members restrict 
quite narrowly their actual liability, not only by careful selec- 
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tiou of members, but by fixing- at the members’ meeting the 
maximum sum -which the society may borrow from outsiders, 
as well as the maximum credit to each member. The tendency 
to be exclusive in recruiting new members, and to make societies 
.-^'lose preserves after they are functioning successfully, con- 
stitutes a failure to pass the ultimate test of genuine co-opera- 
tion. 

The Working Capital. The worldng capital of the 
primary agricultural societies is Rs. 35 crores and direct state 
aid has represented a steadily declining percentage of total 
capital and is now an insignificant element in the total. The 
chief source of the working capital is loans from other societies, 
including the central and provincial banks. The financial 
position as on 30th June 1932 stood thus : 



Share Capital 
Reserve Fund 
Deposits 
Loans' 

Total Working Capital 


... 4,38,98,000 

... 7,20,08,000 

... 3,22,81,000 

... 20,03,35,000 

35.09.25,000 


Theoretically, dependence on central financing institutions is 
less desirable than the raising of funds locally, at least as a 
permanent arrangement. The late !Mr. Henry Wolff said that 
a society in debt to a central bank should be regarded as a 
society “in hospital.” He believed that the joint-stock banks 
would perform the central bank’s functions more inexorably 
and that the societies would profit by the greater strictness. 
The percentage of funds raised locally is much too small in 
India but with the crushing poverty of the masses it would be 
idle to expect otherudse. Share capital is becoming quite 
ummon and an increasing important source of working capital ; 
^'cMd the reserve fund of over Rs. 7 crores is a very satisfactory 
item in the working capital. The low percentage of deposits 
by non-members indicates that the primary agricultural societies 
do not command much local confidence, though we must also 
bear in mind the general poverty and the absence of any 
hanking habits. 
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The Object of Loans. Sufficient data for the countr3’' as 
a whole is not available to determine the purposes for which 
loans are taken from co-operative societies, but a few proffinces 
have published the results of tlieir anabases. There are three 
principle objects for which loans are taken : productive pur^’ 
poses, debt redemption ' and unproductive purposes. In 
Madras, productive loans in 1929-30 represented 69' 9% of the 
total loans of agricultural societies and the con'esponding figure 
for C. P. and Berar in 192S-29 was 61 Debt redemption 
accounted for 31% in the Punjab, 27*5% in ^Madras and 
25% in C. P. and Berar; while unproductive loans accounted 
for 13-6% in C. P. and Berar, 16% in U. P. and 12-7% in 
Mysore. The ostensible purpose for which loans are sought 
is not always the real purpose and the benami loan, in which 
an obliging friend borrows in his own name for somebodj^ else, 
is not unknown. A serious defect in the working of the co- 
operative movement has been the failure to make a clear dis- 
tinction between short and long-term loans, and only recently 
is adequate distinction coming to be made. = ‘ 

Interest, Management and Audit. The rate of interest 
paid by the members of the co-operative societies varies fi'om 
g^% in Bombay and kladras to i 2}4 in the Punjab and 15% 
in most otlier major proifinces. These rates are well below 
those of the mahajans operating in the same territory ; and 
moderately high rates are considered desirable, not only to 
discourage reckless borrowing and borrowing for re-loaning by 
members, but to provide for bad and doubtful debts, to cover 
management expenses, and to build up a reserve fund. But 
consistently with these factors, the rates charged should be the 
lowest possible, as the slightest avoidable burden is an unmiti- 
gated calamity for the ryot. The cost of management, which 
is calculated to be I'l per cent, of the total working capital in 
1929-30, is not excessive ; and notndthstanding great tempta- 
tions and opportunities for committing fraud, there has been 
ver}’’ little misappropriation of funds. We venture to endorse 
the mew of the Second All-India Co-operative Institutes Con- 
ference and of the Conference of Registrars in 192S, in favour of 



THE CO-OPERATIVE JIOVEStENT IN INDIA 


209 


free audit by the Government for primary agricultural societies, 
notivithstanding the opinion of the Ro^ml Commission on Agri- 
culture to the contrary. Some provinces like Madras maintain 
' free audit ; in others like Bombay it is practically abolished ; 
■' ..Jilt the Bengal Government has the unique distinction of 
making a profit of over a lakh of rupees out of audit fees. 

Overdues of Primary Agricultural Societies. The acid 
test of the working of co-operative credit is the percentage of 
overdues. Insistence on payment of loans when due is vitally 
important, unless some obvious^' compelling reason like crop 
failure justifies an extension. The Maclagan Committee 
observed that unless loans are repaid punctually co-operation is 
both financially and educationally an illusion. Book adjust- 
ments which show that a loan has been paid and a fresh loan 
taken, without any corresponding transactions taking place, 
have been the bane of the movement in more than one province ; 
and even where money actually changes hands, a short-time 
accommodation by an obliging money-lender may be the 
explanation. The agriculturist does not usually require any 
loan at the han^est season when repayment is normally made ; 
and loans made immediately or very shortly after repayment 
of old loans should properly be objects of suspicion. We are, 
therefore, of opinion that the actual overdues are considerably 
higher than the figures indicate. It is a very disquieting 
feature of the situation that both the percentage of overdues 
and the amount overdue per member are steadily rising ; and 
the figures for overdue loans are mounting up high enough to 
cause very serious anxiety. The overdues in ig2J-g2 were 
40 per cent of the loans.'^- With the catastrophic fall in agri- 
^ cultural prices the overdues have increased alarmingly and since 
[ une 1932 the very serious position revealed above has grown 
still more serious. The Registrar in the United Provincesf 
makes the gloomy prediction that a great part of the loans 


* The percentage of overdues was 47 in 1932-33 and 32 in 1930-31. 

■f Annual Report on Co-operative Societies 1929-30, p. 2 quoted in 
The Co-operative Movement: in India by E. M. Hough. 

14 
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advanced will prove to be irrecoverable. He is further of 
opinion that in a few years overdues will have increased by 
leaps and bounds, a large number of societies will become 
bankrupt and go into liquidation, involving more than one co- j 
operative bank in ruin. The trend of events seems to confirnjA'' 
his predictions and the very existence of the co-operative move- 
ment in the country is seriously endangered.. 

Primary Non-Agricultural Societies. While rural credit 
has rightly occupied the centre of the picture, the need of co- 
operative credit among the employee and labouring classes, the 
artisans and the small traders has not been overlooked. In 
1931-32 there were 5262 primary urban credit societies compared 
with 5491 urban societies of all other types. The urban societies 
had an average membership of 103 and a total working capital 
of about ■’Rs. 15 crores. In Bombay, which is specially promi- 
nent in urban co-operation, urban societies with a working 
capital in excess of Rs. 50,000 are called urban banks. Their 
chief business is short-term credit, long-term credit ^ '^V^g 
generally recognized as outside their scope. The urban soi^ 

>e..v s.V 

in general are on the Schulze-Delitzsch model, with the working 
capital derived chiefly from deposits and share capital, and with 
limited liability. The general lines of working are similar to 
those of agricultural societies with unlimited liability, except 
that profits may be divided after the required 25 per cent, is 
set aside as a contribution to the reserve, workers are more 
generally paid, and current accounts are a common feature of 
the people’s bank. There are too many small, poorly managed 
urban societies which hurt the standing of the movement ; and 
the question of a competent staff is a vital issue. Deposits from 
members represented 27.7 per cent, of the working capital and 
those from non-members accounted for 22 per cent, 

■compares very favourably with 5.2 and 4 per cent. respectiVie^'^"’ 
which are the figures for rural societies. The average deposit 
per member has grown from Rs. 34.7 in 1912-13 to Rs. 39.4 in 
i 929 ' 3 o> sud the average loan per member has increased in the 
same period from Rs. 46.2 to Rs. 99.8. It. is interesting to 
note that the percentage of overdues has slightly decreased 
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from 12 per cent, in 1928-29' to 11.2 per. cent, in 1929-30, while 
the amount overdue per member has slightly increased from 
■Us. 12 to Rs. 12.6. I Interest rates in general are well below 
those of rural societies in the same province. The strong 
•.tonifying force of caste has been turned to good account in this 
respect and credit societies on a caste basis are reported to have 
been generally successful. Some of the communal banks in Sind 
have been particularly prosperous and the lending limit per 
member of two banks there is as high as Rs. 10,000. The great 
danger in connection with all urban credit societies is the losing 
sight of their primary objective, the encouragement of thrift, 
and degeneration into mere money-lending societies. This is 
particular!}^ the case in salarj’--earners’ societies where loans, 
however necessary, cannot be called productive in the sense that 
repayment can be expected out of the proceeds of the funds 
employed. Credit for consumption is a risky business at best 
and controlled credit is very necessary. The salary earners’ 
societies have been fairl}'- successful. Many important Govern- 
I^'i^ent offices and private firms have their own credit societies. 
The best example is the Co-operative Bank of the Bombay, 
Baroda'and Central India Railway Company which has received 
the special commendation of the Whitley Labour Commission. 
During the five years 1924-29 it had loaned crores of rupees, 
the losses amounting to less than i/io per cent. The fixed 
deposits amounted to about Rs. 25 lakhs and the savings account 
deposits to about Rs. 8 lakhs. The railway really manages the 
society which does a great deal of useful work but its designa- 
tion “co-operative” is open to question. Some of the Bombay 
cotton mills have also very fl[ourishing credit societies but 
deposits from members are disappointing. In such societies, 
;y^hatever may be the form, the real control is not democratic. 
Bad debts are negligible where there is a reasonable security of 
tenure. Urban credit societies of unlimited liability have 
existed chiefly among the depressed or backward classes. Their 
record has varied in different parts of the country and while 
in Bihar and Orissa and Bombay they have been a failure, in 
- Madras and Mysore th'ey have achieved a remarkable success. 
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Central Financing Agencies. The formation of central 
hnancing agencies on co-operative lines, with the object of 
raising funds for advances to primary societies, was found 
absolutely necessary in order to place the financial structure of 
the movement on a sound basis. As we have already -seen, the 
Co-operative Credit Societies Act of 1904 made no provision 
for these central financing agencies, and it had to be amended 
bv the Co-operative Societies Act II of 1912 to remedy this 
defect. The central agencies for finance and supervision may 
be classified under three heads : unions, central banks and pro- 
wncial banks. We shall now proceed to discuss each of them 
in some detail. 

Unions. The union of primary societies has as its most 
important function the supervision of its constituent societies 
and admsing on the grant of loans to them. The Maclagan 
Committee defined a union as a body of which the only mem- 
bers are the primary societies within a circle of a radius averag- 
ing generallv about eight miles, and at the deliberations of 
which each member society has a number of votes proportionate 
to the number of its own members. It was a serious mistake 
on the part of the Maclagan Committee that it strongly recom- 
mended the S3'Stem, which had sprung up in Burma, under which 
all the union members shared in the liability for a loan granted 
to any of them on the union’s recommendation. Bombay, the 
United Promnces, Bihar and Orissa and the Central Provinces 
and Berar, as W'ell as Bengal, experimented with guarantee 
unions, but most of them have abandoned the feature of finan- 
cial guarantee. And in Burma the Registrar in his annual 
report for 192S-9 remarked that the system had undoubtedly 
proved a costly failure. The supervising union, on the other 
hand, has done useful work. The area covered by a supervijf- 
ing union is ordinarily not larger then a ialuka. In many 
places primary societies are not grouped in unions yet, but the 
aim is to accomplish this as soon as possible. The unions in 
some cases help the societies in preparing their normal credit 
statements, check their accounts periodically, and keep a w^atch 
over recoveries. In theory, the union is the most suitable 
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agency to finance co-operative societies, and represents the ideal 
to which the financial structure of co-operation must aspire. In 
practice, the mixed type of co-operative bank, which consists 
of individual shareholders as well as member societies, pre- 
.'^^orainates in the country. Roughly speaking, if a straight line 
is drawn across the map of the country from Calcutta to 
Karachi, unions of the pure federal type are numerous to the 
north of this line, while unions of the mixed type predominate 
in the south. 

Central Banks. The central banks form a necessary’' 
connecting link between the primary societies, which could not 
bj' themselves attract enough funds, and the depositors, provin- 
cial banks and the money market, which are reluctant to deal 
with the primary societies on account of the peculiar nature 
of their business, the extent to which they rely on personal 
credit and the difficulty of supervising them. Under the Act 
of 1912 central banks must have limited liability because they 
have registered societies as members. Their area commonly 
t^^orresponds to a revenue district and the Maclagan Committee 
expected a central bank ordinarily to deal with at least 200 to 
2S0 societies. Central Banks are of three general types accord- 
ing to their composition. The first type is a bank of which 
the membership is confined to individuals, or societies admitted 
on exactly the same footing. This is the least important type 
to-day and in fact there is hardly any central bank which has 
no societies as members. The second type is a bank of which 
the membership is confined to societies. The third t3^pe is a 
bank which includes societies and individuals as members, and 
secures to societies separate representation and controlling 
influence, at least in theory, on the board of directors. The 
iH^iajority of the central banks to-day are of the third type. 
From the point of view of co-operative principles the federal 
type is the best, and the Maclagan Committee was opposed to 
the membership of individuals in central banks and favoured 
their gradual elimination. But in practice the mixed type is 
most popular in almost all provinces, as it provides for the inclu- 
sion of public-spirited and influential local men who supply the 
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necessary business ability, which is frequently lacking when 
membership is composed wholly of societies, and who materiall}'' 
enhance the credit standing of the central banks by their pre- 
sence. The great majority of the transactions of the ordinary 
central bank are with agricultural credit societies. A.. 

The Working of Central Banks. There are four main 
sources from which a central bank derives its working capital : 
share capital, reserve fund, deposits, and loans from banks or 
Government. In 1931-32 there were 595 central banks in the 
country and their total working capital stood at Rs. 30.6 crores. 
The share capital amounted to a little under Rs. 3 crores. No 
individual shareholder is generally permitted to hold shares of 
more than Rs. 1,000 while an affiliated societA’’ is required to 
subscribe to the shares of a central bank in proportion to its 
borrowings. The reserve funds of the central banks amounted 
in 1931-32 to a little over Rs. 2 crores. In addition to the 
statutor3^ reserve, almost all central banks have special reserves 
created for special purposes or objects, such as bad debts, 
building and dividend equalization. The paid up share capita*/ 
and the reserves constitute the owned resources of the cenffa'r 
"banks, as distingnished from borrowed resources,- and provide 
the guarantee fund against which additional funds are raised 

them in the shape of deposits or loans. The usual propor- 
tion between the owned and borrowed resources of central banks 
is I : 8. Deposits from members and non-members constitute 
the bulk of the borrowed capital of central banks and are an 
indication of the public confidence placed in these institutions. 
The total amount of deposits held by central banks in 1931-32 
from individual and other sources amounted to Rs. 18.5 crores, 
and from primary societies to Rs. 2.7 crores. The principle 
usually obseiA^ed by these banks is not to grant loans to. societ^"" 
for periods longer than those for which deposits are availabfe?' 
In addition to the deposits, central banks raise loans from other 
banks or from Government. In 1931-32 the total amount of 
■ loans held by central banks from outside banks, from other 
co-operative banks and from provincial banks was Rs. 3.7 
--crores, and from Government Rs. 52 lakhs. , Borrowings from 
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outside banks are generally confined to a limited accommodation 
from the Imperial Bank of India, and the main source of loans 
is the provincial bank. The worldng capital of central banks 
; is increased by the Government authorities in many provinces 
.^permitting state railways and local bodies like municipalities, 
tahi-ka boards, and district boards to deposit their surpluses in 
them. The total advances made by central banks to societies 
at the end of 1931-32 amounted to about Rs. S crores. The 
management of most central banks at the present time con- 
forms more closely to sound banking practice than in 1915 when 
the Maclagan Committee complained that most of them made a 
very inadequate provision of fluid resources. The cost of 
management varies from province to prownce in accordance 
with' the functions assumed by the central banks and averages 
1. 1 per cent, of the working capital for the country as a whole. 
The rate of dividend paid varies from 6 to 10 per cent, but the 
former is the most usual rate. vSo far there seems to be no 
serious complaint of competition with joint-stock banks, 
^although premonitory indications are not wanting that as the 
Central banks increase their strength, their activities may be 
felt to trespass on the preserves of the commercial institutions. 
The central banks in Bombay are more like ordinary commer- 
cial banks than in other provinces. It is not considered advis- 
. able for central banks to make long term advances. The 
ultimate security for all advances of a central bank to an agri- 
cultural society is the property of its members, but the basic 
security is personal and depends upon mutual knowledge and 
joint responsibility of the members. The difficulty in accurately 
gauging the latter has forced the central banks to place more 
reliance on the tangible assets ; and the extent to which a 
^seciety is permitted to borrow is limited to one- third of this. 

V Provincial Banks. All the major provinces except the 
United Provinces have apex banks functioning in them. There 
are also apex institutions in Mysore and Hyderabad, and in 
some other Indian States there are institutions corresponding to 
the apex bank or functioning as such. The aim and purpose 
of the apex banks is to co-ordinate the working of the banks on 
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a provincial basis and to act as the balancing centre of the 
various central banks in the province. The provincial bank is 
the final link in the chain between the small, scattered primary- 
societies and the money market. Its relations with the primary^ 
societies may be direct but are more usually through the centre- 
banks, and interlending among the central banks is prevented 
in order that there may not be intermingling of the liabilities of 
the central banks. The constitutions of the provincial banks 
vaiy considerably, and in most of them there are individual 
shareholders as well as representatives of co-operative societies 
and central banks. The general tendency at present is towards 
the gradual elimination of individual shareholders and making 
the provincial banks, of the pure federal type. All apex banks 
depend for their working capital largely on deposits from the 
affiliated co-operative societies as also from the public. In 
1931-32 the working capital of the provincial banks amounted 
to Rs. 9.89 crores which was made up as follows : 


Share Capital ... ... ... 66,99,000 

Reserve & other Funds' ... ... 47,94,000 

Deposits from individuals ... ... 4,81,97,000 

,, ,, Provincial & Central Banks 3,24,30,000 

„ ,, Societies ... ... 49,22,000 

,, ,, Government ... ... 18,60,000 



Total Rs. ... 9,89,02,000 


No difficulty is experienced by most provincial banks in 
getting enough capital for all their present needs. In fact there 
is a permanent glut of capital at the apex, the maximum utili- 
zation of which awaits the further development and expansion 
of the movement. As the balancing centre for all subordinate^ 
co-operative societies, the provincial banks must maintain large/ 
fluid resources and there is inter-lending of surplus funds 
between them. In 1931-32 about one third of the investments 
of the provincial banks were made with private individuals and 
amounted to Rs. 3.28 crores. The provincial banks also carry 
on ordinary banking business and the provincial banks of 
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Bombay, Madras and the Punjab have floated long term deben- 
tures for engaging in land-mortgage business on a long term 
basis. In all provinces the apex banks have connected them- 
selves with the Imperial Bank of India and have secured cash 
^^redit accommodation on furnishing security. In the earlier 
■stage the Imperial Bank granted accommodation on the security 
■of co-operative paper endorsed by the provincial bank. But 
■of late the Imperial Bank has changed its policy’’ and now gives 
accommodation against Government paper. This is undoubtedly 
■a matter of regret and the Central Banking Enquiry Committee* 
has rightly pointed out that as the Imperial Bank enjoys the 
benefit of the large free balances of Government, there is a 
moral obligation on its part to finance the co-operative societies. 
It must be said for the Imperial Bank that the steadily increas- 
ing percentage of overdues of co-operative societies does not 
make their financing a particularly sound business proposition. 
The absence of systematic arrangements for discountirig co- 
operative paper is an undoubted weakness in the position of 
provincial banks. In other countries this function is per- 
formed either by the state bank or by a special^’' constituted co- 
operative state bank. It is to be hoped that the recently started 
Teserve Bank will meet this want. Among the provincial banks 
Bombay stands pre-eminent as it has developed commercial 
banking on a large scale. The Burma Provincial Bank is in 
Equidation ; the Provincial Committee on Co-operation recom- 
mended the liquidation of the provincial bank in the Central 
Provinces ; and in Assam the Banldng Enquiry Committee 
reported that there was no one with banking experience on 
either the directorate or the staff of the provincial bank there. 

All India Co-operative Apex Bank. The question of a 
^.!ate co-operative apex bank for the whole country to provide 
financial stability by making rediscount facilities available was 
raised by the Maclagan Committee in 1915, but it thought it 
idle to hope that the Government of India would incur the 
expense involved in its establishment and maintenance. It was 

^Report. Vol. -I. p. 144. 
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discussed again at the 1928 Conference of the All-India Pro- 
vincial Co-operative Banks’ Association, but the consensus of 
opinion seems to be that it can do nothing in the present circum- 
stances that is not being done by the provincial banks, singly 
or in co-operation. The best' service that Government cab 
render the movement would be that the recently started Resem^e 
Bank should be required to provide ample rediscount facilities. 
It is to be earnestly hoped that the investigations which Mr. ]\I. 

Darling has carried out in this connection will have fruitful 
lesults. 

Land Mortgage Banks. The loans advanced by co-opera- 
tive societies to their members and by the central financing 
agencies to their constituent societies are, from the ver5>- nature 
of the source from which they derive the bulk of their finance, 
for short or intermediate terms only. Thus no prowsion is- 
made for long-term credit ; and it is now realized that failure 
to make arrangements for long term loans renders the move- 
ment liable to the charge of tinkering with the problem of rural 
indebtedness. It is no exaggeration to say that no aspect oj ^ 
the co-operative movement in India is more important or fraught, 
with greater possibilities than the provision of long-term credit. 
The desirability of separating the business of long-term from 
short-term credit is now generally recognized, and their com- 
bination would only handicap the financial arrangements of the- 
institution which attempts it. Short or intennediate term loans- 
can, if judiciously emplo5’ed, prevent any further increase in 
the burden of indebtedness, though even that in the present 
state of uneconomic agriculture seems scarcely possible ; but it 
cannot leave an}’’ adequate margin of saving which could be 
employed to redeem- past follies or misfortunes. The need 
for long term loans to the agriculturists for the redemption qf 
old debts and for land improvement seems obvious, and it has- 
now been recognized that the time has come for the provision 
of this facility by the starting of land mortgage banks on an 
adequate scale. It is conceded that state aid is indispensable to 
the success of land’ mortgage banks. It may take the form 
of administrative help in land valuation, of Government loan. 
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of guaranteeing- interest on debentures and recognizing tliem 
as trustee securities, or of introducing the security to the 
market in the initial stages by the investment of public funds 
I in the issue. The Bombay Banking Enquiry Committee makes 
.\the constructive suggestion that part of the funds collected by 
postal sa\Hings banks in rural areas be made available to the 
co-operative societies, including land-mortgage banks, at rates 
not much higher than the 3 per cent allowed to postal savings 
depositors. The Committee points out that this would meet 
much of the objection that postal savings banks drain the 
districts of capital that otherwise would be available for 
financing agriculture and local trade. The Royal Commission 
on Agriculture approved of Government guarantee of interest 
on the debentures of land-mortgage banks, but was of opinion 
that the issue of such debentures should be controlled by a 
central organization to prevent competition in the money 
market. 

The Working of Land Mortgage Banks. The first 
.ligand mortgage bank in the country was registered in the 
Punjab in 1920. At present there are 12 co-operative land 
mortgage banks in the Punjab. Two of these operate over 
whole districts, and the rest confine their operations to a single 
tchsil, Bombay has three land mortgage societies which have 
only recently started their operations. Bengal has two, Assam 
has five, and Madras has thirty eight primar}’- land mortgage 
banks, and a central land mortgage bank has been started 
recently. It seems to us that if land mortgage banks are to 
function effectively, a central land mortgage bank for every 
■province is an indispensable necessity. Among the objects for 
which these banks advance loans are the redemption of old 
->^debts, improvement of land and the method of cultivation, and 
‘the purchase of laud in special cases. It is perhaps too early 
•to pronounce on the success or otherwise of these few banks, 
but in the Punjab, where land mortgage banks had the earliest 
start, at the end of 1929-30, 39 per cent, of all borrowers from 
land-mortgage banks were in default, and this in spite of the 
vigorous policy followed there under which almost three 
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jniBdred defaulters had been proceeded against and as many 
as thirty sbc put in jail. The fact of the matter is that unless 
agriculture becomes a paying industry, tlie redemption from 
debt is impracticable and illusory, and the agriculturist cannot 
help becoming a defaulter. The Central Banking Committed 
is of opinion that the resources of the land mortgage banks for 
a long time to come should be utilized for enabling the culti- 
vator to redeem his land and his house from mortgage and to 
pay off his old debts. We venture to repeat that without an 
improvement in agriculture which would make it a remunera- 
tive proposition, the problem of indebtedness cannot be seriously 
tackled ; and to make indebtedness the central issue is to treat 
the symptoms rather than the disease. 

Other Types of Co-operation. While co-operative credit 
covers 83.4 per cent of co-operative activity, the remaining 
16.6 per cent is spread out over a considerable variety of co- 
operative enterprise such as marketing societies, consumers 
societies, industrial societies, societies for the consolidation of 
landholdings, irrigation promotion societies, labour contracii, 
societies, insurance societies, housing societies, better Imng 
societies and others. Non-credit societies have been brought 
officially under the aegis of the co-operative movement from 
1912 onwards. We shall now proceed to consider briefly the 
working of these various societies. 

Co-operative Marketing. IMarketing occupies a much 
smaller place in the co-operative picture in India than in many 
countries, notably Denmark and the United States, but no other 
non-credit line of co-operation, with the exception of consolida- 
tion of landholdings, appears to be more promising, as group 
marketing is always more effective than individual marketing. 
The development of co-operative marketing, however, is closely!, 
bound up with the problem of credit, for the claims of the 
soivcwr generally restrict the cultivator’s freedom of- action in 
disposing of his crop ; and competent observers 'are of^ the 
opinion that the success of co-operative credit is 'jeopardized, 
to a considerable extent, by the absence of organized marketing.' 
At present the average cultivator is at the tender mercy of the 
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village soiocar as much for his marketing as for his credit and 
gets anything but a square deal. Much of the co-operative 
marketing in India represents subsidiaiy undertakings by 
‘.societies having credit or some other activity as their main fuuc- 
.-^don, although in several cases a separate organization is pro- 
vided. Sales societies in Bombay Presidency realty represent a 
co-operative brokerage business which works on a commission 
basis. From 6o to So per cent of the value of staple produce 
is loaned on it. The cotton sale societies of Bombay have been 
the outstanding success in co-operative marketing. The Hubli 
Co-operative Sale Society has been able to attract 15 per cent, 
of the cotton marlceted in the area. This is the more remark- 
able when we bear in mind that the large cotton marketing 
associations in the United States handle only about 6 per cent, 
of the total crop. It is estimated that the Hubli Society has 
benefited its members since 1917 b}’^ extra profit of over 3 
lakhs of rupees. The Gujrat Co-operative Cotton Sale and 
Ginning Societies Union is the first marketing federation in the 
;^ountr3’- and has been equally successful. The better quality 
of seed supplied bj’- the federation has resulted in a marked 
improvement in the quality of the cotton produced. The fede- 
ration is reported to have gained tlie confidence of the market 
and to have first preference from buyers in its territory. In 
1930 the federation sold cotton to the value of over Rs. 20 lakhs. 
The co-operative marketing of jute and paddy in Bengal has 
not been successful on account of lack of practical business 
experience, the active opposition of Marwaries and inadequate 
local or Governmental financial support. On the other hand 
the Ganja Cultivators’ Co-operative Society at Naogaon, 
Bengal, has achieved by co-operative effort a practical monopoly 
the disposal of ganja and is reported to be veiy prosperous. 
Fengal is pre-eminent in the co-operative dairy field, with over 
150 milk societies. The pasteurizing equipment and automatic 
machines of the Calcutta Milk Union are the most up-to-date 
in the country. It did a business in 1929 of over 5 lakhs of 
rupees. The expansion of the milk societies has resulted in the 
creation of a new official- post. Superintendent of Milk Societies, 



9 00 


INDIAN ECONOMICS 


the holder of which assists in their promotion. By the success 
of these societies tlie production of milk has been increased and 
the breeding of improved strains has been stimulated. The 
Punjab has several commission shops which provide storage 
facilities, and Madras has a number of small sale societies which' 
have not made much progress so far, and there are a few 
socieites in Bombay for the sale of miscellaneous things such 
as jaggeiy, tobacco, chillies, paddy, onions and arecanut. The 
major difficulties of co-operative marketing are the lack of 
efficient management, the complex working of these societies, 
the difficulty of providing for marketing finance, the lack of 
godown and storage facilities, the apathy and disloyalty of 
members and the oppo.sition of conflicting interests. The lack 
of efficient management is the greatest handicap. Among the 
advantages of co-operative marketing, absence of fraud in 
weighment, adequate and high prices, insurance of produce 
against risks of fire, prompt payment of sale iiroceeds, financial 
accommodation till the produce is sold, information of price 
fluctuations in the market, supply- of gunnies and genuine and^ 
certified seed may be mentioned. Sir Lalubhai Samaldas, 
President of the All-India Co-operative Institutes’ Association, 
believes that financial help from Goveniment is indispensable 
to the success of co-operative marketing associations. The 
proposal of Professor Kaji for strong commodity sales institu- 
tions, which would not be federations of member societies but 
would act as efficient and disinterested middlemen, also merits 
very serious consideration. 

Co-operative Consolidation of Land Holdings. One of 

the most serious handicaps of agiiculture in India is the frag- 
mentation of land, due to inheritance and the gradual break up 
of the joint family system and the system of cultivation in., 
common. The only remedy is the consolidation of land hold- 
ings ; and the benefits of co-operative consolidation have been 
described as much the most remarkable instance of material 
improvement due to co-operation. The movement began in the 
Punjab in 1920-21 and 2,63,462 acres had been consolidated 
there upto Julj'' 1930 at an average cost of Ps. 2-5 pei* acre. 
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’The fundamental weakness of the system, from the point of 
view of co-operative principles, is that the whole cost of con- 
solidation, of which surveying is responsible for a considerable 
part, has been borne by the Government, and the people 
,-^aowhere seem sufficiently keen for consolidation to pay for it. 
Improvement of agriculture has invariably followed land con- 
solidation. Hundreds of new wells have been sunk ; some 
waste land has been brought under cultivation ; and some dry 
land has been brought under irrigation. New ploughs and 
other implements are used, new crops or new varieties of an 
old crop are sown, sand is removed from light soil, and plant- 
ing of trees is carried out. Access has been obtained 
to the roadways and farming has become more intensive. The 
general effect- has been to increase the yields and the rents and 
to decrease quarrels and litigation. But this movement, so 
beneficent in ever}’- way, has not been successful outside the 
, Punjab ; and even in the Punjab it has hardly touched the 
fringe of the problem, as out of the total cultivable area of about 
^^0 million acres it has affected a little over a quaiter million 
of acres. Co-operation makes the pace very slow as unanimous 
consent to consolidation by all participants in the scheme is 
always required. Compulsion, therefore, will be necessary for 
a wide extension of consolidation of land holdings, and its 
introduction is only a matter of time. 

Co-operative Irrigation and Latid Reclamation. Co- 
operative irrigation societies are most important in Bengal 
, where they are very popular. From a humble beginning of 3 
societies in 1919, the irrigation movement to-day claims about 
1000 societies in the western districts of Bengal where irriga- 
tion is a necessity, with a membership of over 20,000, a paid up 
,_g^iare capital of over Rs. 2 lakhs, and a working capital of over 
Hs. 4 lakhs. Limited liability societies are formed, the 
members taking shares proportionate to the area of their respec- 
tive holdings, and borrowing from their own financing union 
or central bank. After the irrigation work is completed, an 
annual water levy on each acre irrigated is made, with the 
proceeds of which the.'. loan is repaid with interest. In the 
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Snnderbans simtiliar societies are formed to constiuct embank- 
ments to keep out flood waters. In Madras the chaiacteristic 
parallel movement is the reclamation of land covered by sand 
in a flood. The Punjab has sixteen silt clearance societies and 
there are scattered irrigation societies in other provinces. . 

Co-operative Consumers’ Societies. Co-operative Con- 
sumers’ Societies in this country have had generally a very 
sorry record. The reasons for this state of affairs are the small 
capital of the societies when started, the want of experience and 
business ability of the workers, the complicated work of a store 
society, the absence of any common tie between the^ members,, 
the narrow margin between wholesale and retail prices, strict 
adlierence to non-adulteration and correct weights and measures 
in a competitive market where these things are generally 
absent, and insistence on cash payments. In practically all 
provinces to-day there are a few successful consumers’ societies, 
discouraging though their record on the whole is. This phase 
of the movement has been generally more successful in Madras 
and Mysore. The Triplicane Urban Cooperative Society, Ttdv 
of jMadras, started in 1905 by fourteen Rochdale enthusiasts,, 
mostly schoolmasters, is an outstanding example of success. 
In 1931 they had 7000 members and their twenty-five branches 
made sales of about Rs. 13 lakhs. Another remarkable record 
has been made by the INIatunga South Indian Co-operative 
Consumers’ Society. In 1929-30, on a share capital .of only 
Rs. 4,427, it made sales of Rs. 75, 000 and a profit of Rs. 2,100 
or almost 50 per cent, of its share capital. In the light of past 
experience, conservatism in the establishment of consumers’ 
societies seems to be the obvious policy to be pursued ; and at 
present the next step undoubtedly is the encouragement of 
purchases on indent by primary societies, which offers nr ly. 
greater chances of success and involves little, if any, risk. Con- 
siderable progress in this direction has been already made and 
the extension of such purchases offers the greatest promise for 
co-operative consumption under the present circumstances. 

Better Living Societies. Better living societies are a 
development characteristic of the Punjab, though not exclu- 
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sively confined to that province. There are about 300 such 
societies in the Punjab and the3'' have been doing quite im- 
portant work in their own way. The societies take only a 
.'Small entrance free from the members, and they lay down a 
j^.jogramme of social reform and make rules for carrying it out 
from year to year, violation of which is punishable with a fine 
which in some cases is as high as Rs. 100. In practice the 
main activity is the reduction of expenditure on social cere- 
monial. One better-living society in the Punjab is reported to 
have reduced the cost of marriage from Rs. 500 to Rs. 70 for 
a bo3’'’s family, and from Rs. 800 to Rs. 300 for a girl s family. 
TliG sdci0ty fixes tlie number of guests tlicit 11133 sccompsny 
the bridegroom to the bride’s home, and the old custom of 
displaying the bride’s presents has been abolished. The one 
better-living society for the whole Audich Brahmin communit3'' 
in Baroda State is reported to have saved Rs. 94,560 by reducing 
ceremonial expenditure. In addition to the curtailment of 
ceremonial expenditure, some of these societies have levelled 
a.’J'.d paved and swept the village streets, some have promoted 
sanitation, some have induced the villagers to improve ventila- 
tion in their houses, some have repaired and roofed the village 
drinking well, some have arranged that -all manure should be 
pitted, some have discouraged expenditure on jewellery, and 
some have stopped waste on farms. It is earnestly hoped that 
such better living societies would spread all over the country, 
or better still that the co-operative credit societies would take 
upon themselves the functions performed by these societies. 
The general work of village uplift and the improvemtnt of the 
economic position of the agriculturist are intimately connected 
together. 

jI Co-operative Housing Societies. The housing societies 
are' a bright spot in the Indian co-operative picture, and though 
the development has been modest, it is encouraging as far as 
it has gone and promises well for the future, if the necessary 
financial support is forthcoming from the Government. The 
great need of these societies is cheap capital, and it is now 
generally admitted that Government loans at reasonable rates 

15 
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are indispensable. The ^ prevailing cheapness of capital ought 
to be utilized to solve the urban housing problem. This phase 
of the co-operative movement has not touched all- the provinces, 
and is most prominent in Bombay and Madras. Madras has 
about 130 housing societies -with a working capital of Rs. 40 
lakhs, and the provincial government lends them at per 
cent., the societies charging their members per cent. The 
loans are for twenty to thirtj'- years and are confined to the 
purchase of sites and construction of new houses. Overdues 
have been negligible. In the Bombay Presidency'- in 1931-32 
there were S3 societies with a total working capital of Rs. 89 
lakhs ; and they are not mere lending societies as in Madras and 
elsewhere in India, but undertake the construction of buildings. 
The housing societies started so far are confined to the middle 
classes and are generally' on a communal basis ; and no housing 
societies have yet been started for the worldng classes. Under 
the ownership system in Bombay', each member provides one 
third of the cost of his house and the government lends the 
remaining two thirds, payable in twenty years, the maximtitn 
amount allowed to a member being Rs. 10,000. In the Bombay 
Presidency the development has been greatest in Bombay City, 
Ahmedabad and Karachi. The Registrar characterizes the 
success of the societies at Karachi from 192S to 1930 as 
“mari'ellous”, and we can bear testimony to it from personal 
observation. The main criticism against co-operative housing 
is that it has failed to proidde for the working classes, and the 
rate of interest charged by' the Government, in view of the 
prevailing cheap money, is excessive. A serious drawback of 
the ownership system is that the members of the society have 
an unrestricted right to transfer their property to any' person, 
with the result that many houses built -with the help of ,gp- 
operative money', have passed into the hands of speculators. 
Some restrictions on the right to transfer are being now 
imposed. Co-operative housing is yet in its initial stages. 

Co-operative Educational Societies. The problem of 
illiteracy is a very big problem and everywhere it has been 
solved by the Government. But meantime co-operation is 
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seriously liandicapped by illiteracy, and co-operative educational 
societies liave been started in some of the provinces, notably 
in the Punjab. In that province the number of schools for 
,the education of adults started under the auspices of co- 
-^.perative societies and such other agencies is as large as 2000 ; 
and the number of co-operative schools for the compulsory 
education of children is 150. The schools are financed from 
the fees paid by the pupils. The promotion of adult and primary 
education is receiving increasing emphasis in the programme 
of co-operative societies in many provinces ; and a " consider- 
able part of the share in the profits, which may be devoted 
to charitable or benevolent purposes, goes to the support of 
night schools for adults and primary and high schools for 
children. 

Industrial Societies. Industrial societies have been 
started in some provinces to help the artisans engaged in cottage 
industries. The Royal Commission on Agriculture considered 
co-operative organization and the provision of facilities for 
technical education as the best aids that can be given to village 
industries. To these should be added facilities for marketing 
the artisans’ products, the non-provision of which so far has 
proved the chief stumbling-block. The record of co-operative 
industrial societies generally is not very satisfactory, and it 
should be frankly recognized that in face of the rising tide of 
the industrial revolution, industrial co-operation can act as a 
palliative and not as a cure. In the Punjab there are 320 
industrial societies, of which 197 are weavers’' societies and 57 
shoemakers’. Their total working capital was Rs. 6,94,000 of 
which owner capital represented over one-fourth, or 
Rs. 1,86,000. The purchase of raw materials saves the hand- 
i^om weaver from 15 to 20 per cent, on middlemen’s charges ; 
and the significance of this saving is the greater since the 
average hand-loom weaver is able to earn, with his family, but 
five or six annas a day, and is always just on the verge of 
starvation. 

Other Co-operative Societies. There is, besides, a con- 
siderable number of other co-operative societies for a large 
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variety of objects. Co-operative labour contract societies have 
been formed in iSIadras, the Punjab, Travancore and Kashmir 
to take contracts directly from principals for road-making, 
ivood-cutting, carting, or field labour, with the idea of securing 
to members the profit which otherwise would go to the pro- 
fessional contractor who hired them. In Travancore public 
works contracts are placed with the labour contract societies. 
On the whole the co-operative development in this direction is 
disappointing but not hopeless. Until quite recently, cattle- 
insurance societies were the only t3’'pe of co-operative insurance 
developed in India, but their populai'ity has waned until they 
are found to-day in only three provinces, Bombay, Madras and 
Bunna, and bid fair to die out even there. Cattle insurance 
has not proved popular anywhere in India, and is obviously 
too advanced for the average Indian member ; but as the 
scientific stock-breeding, which is so urgently needed, pro- 
gresses, the increased value of individual annimals may lead 
to a demand for the re-establishment of such societies, and this 
phase of the movement may yet revive and flourish. The co- 
operative life insurance or benefit societies, which are beginiiio 
to make their appearance, have more vitality at present. There 
has been some co-operative development in scientific stock- 
breeding. Madras has done a little sheep breeding, Bengal 
cattle breeding, Ajmer poultrj^ breeding, and in Baroda the 
movement is more extensive with five cattle breeding societies, 
besides twenty-nine milch cattle societies. Here again the 
Punjab leads with 150 stock breeding societies. Excessive litiga- 
tion is a general evil throughout the country, and in this respect 
also the co-operative movement has been helpful. In Bengal 
the model by-laws of village societies' require submission of 
members’ disputes to arbitration by the managing committee, 
under penalty of fine. The number of disputes arbitiated in 
that province rose in 1928-29 from 1,651 to 3 j 335- The setting 
up of separate societies for arbitration is peculiar to the 
Punjab, where there are forty-nine such societies. The 
importance of arbitration is apparant from the fact that about 
250,000 suits are filed in the courts -of that province each year,. 
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one half of which involve less than Rs. 100 each. Members 
are bound, under penalty of fine up to Rs. 100, to submit 
certain types of disputes to arbitration and to abide by the 
award. IMalaria is a terrible scourge everywhere in the country 
and particularly in Bengal wdiere, unlike many other provinces, 
•)he rural death rate is higher than the urban death rate. There 
are now about 600 anti-malarial rural societies, and their work 
consists of filling up all stagnant pools and ditches within the 
village areas during the dry season, and kerosining all stagnant 
accumulations of water immediate^ after the rains. The}' 
depend for funds on subscriptions, donations and grants from 
members, benevolent individuals and Government. Some of 
the societies maintain a medical man on the subsidy sj’stem 
and he attends to the families of members free of charge. 

_.These societies do not pay their way and therein lies their 
weakness. There are numerous societies of other types, 
generally one or two of a kind, scattered throughout the 
country. Thus Baroda has four power-pump societies to pro- 
vide cheap water, the profits going to members, and a co- 
c^perative water works societj’- ; Mysore has a pest-prevention 
cO-operative society ; the United Provinces have physical 
culture societies ; Burma has two societies which lease markets 
and sub-let them ; Madras has a co-operative pharmacy ; and 
the Punjab has several fruit-plantation societies, crop-failure 
relief societies to the number of fifty- two, three societies for 
fodder storage and fifteen land-revenue redemption societies. 
The object of the last-named societies is to build up, by annual 
contributions for a period, generally twelve 5mars, a fund 


suflacient to produce enough interest to pay the members’ land- 
revenue assessments indefinitely. 

An Estimate of the Co-operative Movement. The Co- 


_^perative movement in India is about thirty years old. What 
has it achieved and how far has it justified the hopes of its 


early sponsors? It is not putting it too strongh’- to say tliat 


co-operation is on trial for its life in Burma. The movement 


apparently is in a very bad way indeed in Bhopal and is 
tottering in the United Provinces. It is none too firmly 
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entrenched in the Central Provinces, Berar and Assam. In 
order to make a critical evaluation of the movement, it is 
necessary to discuss liriefly the present extent of co-operation, 
th.e handicaps of the movement, its own weakness and finally, 
in spite of ever}'thin,q:, what it has been able to accomplish. 
The Present Extent of Co-operation. At the close o'l 
1031-32 the total number of primary societies was 1,06,050 
with a total membership of 42,9^,339- Agricultural societies 
constituted sliffhtty over SS per cent, of the total and the non- 
agricultural societies were slightly under 12 per cent.; but the 
percentage of members of the agircultural societies was slightly 
f)ver 72 and of non-agricultural societies slightly under 28. 
The total working capital was Rs. 92.69 crores, but it must 
be remembered that a certain amount of duplication is 
involved in including in the total the working capital both of 
the primary societies and their financing agencies. The 
principle co-operative activity has been concerned with credit, 
and the credit societies constituted nearly S3. 4 per ent. of the 
total, and the remaining 16.6 per cent, were concerned with 
non-credit activities. One of the healthiest factors in th,e 
movement is the steadily growing reserve fund of Rs. 11.43 
crores which constitutes 12.2 per cent, of the working capital. 
It is obvious that the movement so far is predominently a 
rural credit movement, although the urban societies, in number, 
in membership and in financial strength, occupy a position of 
far greater relative importance than the percentage of urban 
population would warrant. On the face of it the movement 
has shown steady progress, and the growth in number of 
societies, in total membership and in working capital has pro- 
ceeded quite regularly for the country as a whole, regardless 
of set-backs experienced in some areas. It is disappointing to 
observe that members’ deposits, which averaged 20.7 per cent, 
of the working capital between 1906-7 and 1909-10, had sunk 
in relative importance to 6 or 7 per cent, within ten years and 
the figure for 1931-32 is 7.3. Non-members’ deposits have 
ranged rather consistently between 25 nnd 30 per cent., and 
the figure for 1931-32 is 30, which is an eloquent testimony of 
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public confidence in the movement. While urban co-operation 
is numerically so much iveaker than rural, it is generally 
in a more thriving condition. The effect on the morale of 
co-operators does not lend itself to calculation in percentages, 
nor does the effort being put into educating members in co- 
•^iperative principles. 

The Handicaps of the Movement. The greatest handi- 
' cap of the co-operative movement in the countrj' is undoubtedly 
the complexity’' and the toughness of the problems it is c.alled 
upon to solve. For instance, the jirovision of short term credit 
at reasonable rates for current needs will do the agriculturist 
little good so long as he is carrying the crushing burden of 
his indebtedness ; and the provision of long-term credit for 
relieving him of his debt will not permanently benefit him 
unless Ills income can be raised and his expenditure reduced. 
The raising of the agriculturist’s income involves, among others, 
such complicated problems as the consolidation of land hold- 
ings, the improvement of land by irrigation or otherwise, the 
scientific rotation of crops, efficient marketing and the encourage- 
ment of supplementary occupations. The reduction of his 
expenditure requires, among other things, sound systems of land 
holding and land revenue assessment, and a social revolution 
which would relieve him of the heavy burden of extravagant 
expenditure on ceremonial occasions. A wide spread and well- 
planned system of education would be necessary” to educate 
public opinion in tliis direction ; for the prevailing wide-spread 
illiteracy and lack of business experience are a serious handicap. 
The difficulties of rehabilitating the artisans are hardly” less 
complex. We have barely mentioned the more outstanding 
problems, but enough has been said to point out the complexity” 
and toughness of the problems on the solution of which 
^iie ultimate success of co-operation depends. A general 
iiscrease in the rewards of labour is largely outside fhe scope 
of the co-operative movement, and must await the better 
organization of workers and the economic advancement of the 
country. The best hope of doing lasting good to the bene- 
ficiaries of the movement lies in visualizing their problems as 
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a wliole and directing the attack simultaneously on as man> 
fronts as possible. Co-operation, as vSir Horace Plunkett lias 
pointed out, will succeed only as an integral part of a com- 
prehensive agricultural policy. vSentiment in favour of the 
multiple-purpose society is growing and this tendency is in the 
right direction. The shortage of funds for the support of the 
co-operative movement in the several provinces and states is a 
general complaint. Owing to financial stringency the expansion 
of the Co-operative Departments has been deliberately checked. 
This is very unfortunate and a move in the wrong direction. 
One reason why the Punjab has such a splendid record in the 
co-operative field is that the expenditure per head of popula- 
tion for the Co-operative Department is the highest in that 
province and is o pies per head as compared to i^’ pies in 
Bengal and Bihar and Orissa. And finally the dependence of 
the major branch of the movement upon climatic conditions 
is a difficulty the societies cannot easily overcome. 

The Weaknesses of the Movement. The lack of 
spontaneity in the Indian co-operative movement is admitted- 
ly one of its greatest inherent weaknesses. We have alread.v 
quoted Sir Horace Plunkett who has stigmatized co-operation 
in India as not so much a movemeni as a governmental policy. 
Discussing this point in iqao Professor Gilbert Slater rightly 
observed that “what has been established has been by Govern- 
ment initiative, kept in ordei by Governmeiil audit, and really 
financed bv Government credit, because funds came from 
people who, as a rule, would not trust their money to the 
banks unless they knew the Government was behind thenif’^--= 
And what was true in 1920 is equally true in iq 35 - The 
Registrar is the Brahma, Vishnu and Shiva of a co-operative 
society. A tendency has been reported in at least one province 
for the Registrar to go beyond his legitimate functions in the 
effort to influence political events. Co-operators in IMadras 
are reported not to have been allowed to wear Gandhi caps. 


* Gilbert Slater, “Co-operative Stores in India” ni 
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Studies, p. 238. 
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.the symbol- of the Congressmen, and the appeal for intensive 
propaganda by the co-operative societies to encourage the 
manufacture and sale of khadi, is reported to have provoked a 
threat of dire consequences to the societies if the proposal was 
• carried out.® The foundations of the co-operative organization 
\huilt from above must be necessarily insecure. There is a 
considerable agitation for the deofficialization of the movement, 
and while the ultimate deofficialization is admitted as desirable, 
we do not think that the movement, nourished in th^ hot 
house atmosphere of official control, can stand deofficialization 
immediately, and the premature withdrawal of Government 
control may be fraught with grave danger to it. The Royal 
Commission on Agriculturef was in favour of strengthening 
•official control while the Central Banking Enquiiy Committee! 
suggested that it should be slackened. Perhaps an advisory 
council of non-official co-operators for ever)^ province would at 
present be the best means of bringing about greater adminis- 
trative harmony and effectiveness. The lack of proper educa- 
tion and training of office-bearers and of co-operators generally 
Ijias been stressed repeatedly. The inadequacy of the provi- 
-’si'on for long-term credit, which is a nototrious weakness of the 
movement, has been already discussed in connection with the 
land-mortgage banks. But the greatest weakness of the move- 
ment is due to the exceeding laxity and unpunctuality in the 
repayment of loans, and the figures for overdue loans are 
mounting up high enough to cause very serious anxiety. The 
overdues in igsi-ss were 40 per cent, of the loans. With the 
catastrophic fall in agricultural prices the overdues have 
increased alarmingly and since June 1932 the very serious 
position revealed above has grown still more serious. The 
position varies considerably in different parts of the country, 
and in those areas where the overdues represent the gravest 

A ; 

* Pantulu, “Co-opertion and Agriculture^* in Madras Journal of Co- 
operation, XXII, p. 10 quoted by Hough : The Co-operative Movement 
in India. 

t Abridged Report, p. 52. 

t Report, VoL I, p. 130-31. 
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problem, in almost every case each subsequent year registers a 
steady deterioration. We are obliged to take a very grave view 
of the situation. In Bombay and Bengal the authorities have- 
been sanguine that no real danger to the principal is involved 
in the case of most overdues, on the ground that the owned- 
capital of societies sufficiently covers the entire amount ofi' 
overdues, and the position is well within the margin of safety. 
These statements may be true as far as the movement in those 
provinces as a whole is concerned, but are more than question- 
able about some of the societies involved. On the other hand 
experience with liquidating societies in Burma and elsewhere 
has proved that much of the principal is irrecoverable ; and 
the enforcement of unlimited liability inflicts great misery and 
pushes deeper into the mire those whom the movement is 
designed to help. We have previously quoted the opinion of 
the Registrar in the United Provinces who makes the gloomy 
prediction that a great part of the loans advanced will prove: 
to be irrecoverable ; and the policy of the Imperial Bank in 
its refusal to discount co-operative paper lends further weight, 
to this opinion. Among the causes of tlie overdues the crusliT 
ing poverty of the Tyot must take the first place j and we must 
bear in mind that co-operation cannot solve the problem of the- 
hopelessly insolvent. Bad harvests, lack of proper supervision, 
and failure to take prompt and adequate steps, are further 
causes. Disinclination to proceed against fellow-members is- 
wide-spread. Paper adjustment of loans, though a less general 
e\dl, has been a real menace to the movement in some of its- 
sections. The inadequacy of finance available to members is 
understandable ; but it is less easy to understand the inordinate 
delay, personal inconvenience and even indignity which 
borrowers have to put up with. The emphasis on credit, to 
the comparative neglect of other fields of co-operative activitjr., 
has been frequently set down as a weakness of the movement 
in India ; but the burden of indebtedness has been such a 
pressing problem, that tlie stressing of co-operative credit has 
been justified, though perhaps not quite to the extent to which 
it has been carried in some provinces. 
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The Achievements of the Movement. Though the 
problem of credit may have been overemphasised, it must be 
admitted that even in this sphere the co-operative movement 
has hardly touched the fringe of the problem and co-operation 
supplies .only 2 per cent, of the annual credit requirements in 
^)hhar and Orissa, 5-3 per cent, in U. P. and 'from 7 to 10 
per cent, in Bombay.* In several other provinces the percent- 
age is much less. The moneylender’s financial hold is un- 
shaken but his psychological influence is weakening. The 
most cheerful side of the picture is the general reduction in 
interest rates of moneylenders, which has occurred practically 
everywhere that a successful co-operative society has been 
established. The present saving in interest charges has been 
.estimated at more than 3 crores of rupees. The record of some 
individual societies has been really wonderful. One Kashmir 
village society, with all members free from debt to money- 
lenders, has accumulated its own capital to such good purpose 
that its own money suffices for its needs. A Punjab society of 
276 members advanced 19 lakhs of rupees to its members in 
t^ie course of 17 years, during which no proceedings for default 
were necessary, nor did anyone have to be expelled. At the 
end of 17 years it had an accumulated share capital and reserve 
of Rs. 50,000, and about two lakhs had been deposited by its 
menibers. That the co-operative movement is a factor to be 
reckoned with in the money market is obvious from the size 
of its working capital, which is now over Rs. 92.69 crores. 
The co-operative societies have done much to meet the defi- 
ciencies in the Indian banking system. But besides its economic 
results, co-operation is no less important in its general effect 
on the rural life and constitutes an admirable means of popular 
social improvement. The reduction in litigation among the 
^;Operators is only one aspect of this .improvement ; and the 
mfiuence of the societies is thrown quite consistently on the 
side of morality and temperance, and against gambling and 
extravagance. The registrar in the Punjab records the case 


Vide -supra, p. 184. 



INDIAN ECONOMICS 


-236 

of a retired military man, sixty years old, who walked forty- 
tw'o miles each way to represent his society at the general 
meeting of its central bank. The increased openness to sugges- 
tions regarding improved methods of production is an important 
by-product of the movement. And a large amount of good in 
the aggregate has been and is being done by co-operati\^ii 
societies through their contributions to various charitable and 
public purposes. Finally, many co-operative societies have 
brought together on an equal footing people of different castes 
and creeds in an enterprise for their mutual benefit. This has 
encouraged a feeling of communit}'’ of interest in the villages 
and has also made its contribution to the cause of national 
unity. 

The Potential Contribution of the Co-operative Move- 
ment. No soluton of India’s problems which ignores or flouts 
the national psychology can hope to succeed. It is hardly con- 
ceivable that materialism will be acceptable to the mass of the 
Indian people. The co-operative ideal, on the other hand, is 
well suited to their genius ; and "each for all and all for each" 
is in harmony with their intuitive perception of the funda- 
mental unity Avhich underlies all apparant diversity. Co- 
operation offers wide opportunities for mutual service and all 
authorities are agreed about its great importance as a construc- 
tive and vitalizing force in the country. The Committee of 
Foreign Banking Experts appointed in connection with the 
Indian Central Banking Enquiry Committee came to the con- 
clusion, which the Central Committee wholeheartedly endorses : 
"The co-operative movement in spite of imperfections and of 
unavoidable setbacks deserves every possible assistance fiom 
all quarters, because there is no better instrument for raising 
the level of the agriculturist of this country than the co-operative 
effort, and a strong appeal to the banking interests of the 
countrj'' to assist this movement seems not at all out of place."'" 
But co-operation is not a panacea. The "great and glorious 


* Central Banking Enquiry Committee Report, Vol. I, p. i45- 
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future”’’- for the agricultural interests of the country which, 
was to follow from co-operation has been belied by the facts. 
Some of our greatest economic disabilities are admittedly 
'beyond the reach of co-operative endeavour. The pressure of 
/■Qpulation on the soil, the excessive dependence upon a single 
industry and the dependence of that industr}" on a variable 
climate, the inadequate rewards of labour and the defective 
communication system-7-all these cry aloud for amelioration and 
before them all the co-operative movement stands helpless and 
impotent. India’s serious economic malady is deep-seated and 
of long standing. "While co-operation alone cannot effect a 
cure, it can help to mitigate some of the most painful symptoms. 
We have already discussed its activities in connection with 
credit, marketing, land consolidation, thrift and the general 
social amelioration. In all these directions co-operation has 
achieved varying degrees of progress, although so far, for the 
■country as a whole, it has touched only the fringe of the 
problem. Co-operation in India has not worked the miracle 
original sponsors hoped for, but it has taken an important 
place among the constructive forces working for the regeneration 
of the country. 


“If the system of co-operation can be introduced and utilized to- 
the full, I foresee a great and glorious future for the agricultural interests, 
of the countr}'.” King-Emperor George V in 1911. 



CHAPTER XI. 


COTTAGE INDUSTRIES. 

Tli 0 dcclinG of hsodicrcif ts * its c&uscs. DxiriG^ tli6 
Moghal period, and riglit up to the middle of the eighteenth 
century, Indian manufacturing industries on the whole were 
far more highly developed than those of any other country in 
the world. The muslins of Dacca, the shawls of Kashmere and 
the silk fabrics of Murshidabad and other places were exported 
to every civilized country in the world ; the famous Wootz 
steel (of which the equally famous Damuscus blades were made) 
continued to be in demand all through the centuries in every 
Eastern and Western country ; Indian dyes had still a world- 
wide market ; Indian ships were navigated across the oceans 
by Indians, by the Arabs and finally by the East India Company 

itself. : 

The decline of these world-famous industries began' 
immediately after the death of Aurangzeb. The country was 
plunged into a civil war ; imperial patronage (on which these 
great industries flourished) gradually slackened ; in the absence 
of security both internal and external trade suffered. Then 
came the Industrial Revolution in England, which coincided 
Avith the extension of British political domination in India. 
As a result of the Industrial Revolution (which enabled England 
to manufacture various articles more cheapl}’’), India gradually 
lost her foreign markets. And as there remained no one to 
protect the industries of India from foreign competition, the loss 
of -political independence resulted in the gradual loss of internal 
markets to indigenous industries. Britain pushed her OAvn 
goods in the Indian market by subjecting Indian manufac- 
tures to a differential fiscal treatment (in the' matter of transit 
duties), but one may say that these measures merely expedited 
the extinction and decline of India’s manufacturing industries ; 
for in the long run the handicraft products could' have never 
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-been able to compete against machine-made goods owing to 
the gradually increasing differences in costs of production. 
The highly developed branches of industry, which were 
dependent mostly upon foreign and inter-provincial custom, 
V/ere more or less completely annihilated by the midd.le of the 
nineteenth century, so that what remained at that time were 
the industries catering for local markets at places far off from 
the seaports. During the fifties of the nineteenth century 
began the construction of railways, and wherever these railways 
carried foreign manufactures, the death-knell of local industries 
was sounded. The muslins of Dacca had already become a 
memory of the past in the begiuning of the nineteenth century, , 
the silk weavers of Murshidabad and other places were by 
that time catering for the Indian market only ; Indian ships 
had ceased to ply on the high seas on account of the competition 
of iron clad steamships ; wootz steel was no longer exported 
from Southern India on account of its high cost of production. 
But as no substitutes for the shawls of Kashmere and Indian 
?^'egetable dyes were available, they did not suffer from foreign 
’ competition ; on the contrary there is evidence to show that 
these industries actually made some headway on account of 
increase in demand in Western countries. But even these 
industries were not destined to flourish for long, as we find 
that while the discovery of synthetic dyes during the last quarter 
of the nineteenth century killed the Indian dye industry, the 
change in fashion both in India and abroad has dealt a death 
blow to the Kashmere shawl industry. 

The present position of handicrafts. From what we have 
said in the preceding paragraph it must not be understood 
that foreign competition has crushed out of existence all our 
^.^''.ncient industries. With the exception of the ship-building 
industry, which has completely disappeared, almost all 
industries which have been enumerated above and many more 
besides, persist up to the present day, though they have lost 
all their former excellence and importance. The muslin- 
weavers of Dacca are not all dead ; a few of them still survive 
and are plying their craft, though their skill has degenerated. 
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^Moreover handloom weaving is still carried on in almost ever}^ 
village and town in the country giving livelihood to nearly 
3^2 million workers and their dependents. Indeed it ma}”- be 
said that quite a large proportion of the requirements of the 
poorer classes in the matter of cloth is met by handloom^ 
weavers. INIahatma Gandhi’s Khadi movement has given great 
impetus to this industry during the past fifteen years, the 
benefits of which to the producer and consumer it is not 
possible to calculate exactly. Again, the silk industry is far 
from dead : Benares, Murshidabad, Surat and Bhagalpur are 
still fairly active in meeting the requirements of the Indian 
market, although they have suffered a great decline on account 
of the loss of foreign markets and the contraction of demand in 
the countrj'^ owing to changes in tastes and fashion. Likewise, 
the Kashmere shawl industiy is still alive, although catering 
onlj’ for the needs of a few wealthy patrons in the country. 
Even the iron industry, strangely enough, is not complete!}' 
dead : a few indigenous furnaces are still working in Orissa, 
the Central Provinces and in the IMadras Presidency and ar^^^ 
meeting the requirements of those parts of the countr}’- which 
are too far removed from the railway. The d3^e-industry, far 
from being dead, is still catering even for foreign markets, for 
notwithstanding the excellence of the S5mthetic d3'e the Western 
dyers somehow cannot get on without natural indigo. 

There are certain handicrafts which, far from showing 
aiy signs of decline, have actually improved their position in the 
past and are showing signs of further improvement with the 
passage of time. The list of these industries is a long one, 
but the most important of them are leather tanning, shoe- 
making, the manufacture of utensils and artistic brassware, 
wood-work, oil-milling and carpet and potter}^ manufacture, 
bulk of the leather (possibly more than 95 per cent.) consumed 
in the country is the product of the village and town tan3mrds 
that are in no way equipped with modern technique and 


Cf. Census of India Report 1931, pp. 276 and 290. 
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machinery ; and so long as poverty in the country remains 
unrelieved, we must not 'expect any decline in the fortunes 
of this craft. The masses want cheap leather, and it is only 
the handicraftsman, (whose methods are crude and cost of 
production next to nothing) who can satisfy this condition. 
'A.vd the same is true of shoe-making. The manufacture of 
utensils, which is carried on in every large and small town in 
India, is in a very prosperous condition — ^in fact in a better 
condition than it was in the beginning of the present country. 
The manufacture of artistic brassware is confined to Kashmere, 
liloradabad, Benares and Tanjore; and though the industry 
at Benares and Tanjore has declined the loss has been more 
than made up by extraordinary developments at hloradabad and 
to some extent Kashmere chiefly owing to the impetus given 
to the industry by trade exhibitions in India and in Europe 
and America, Woodwork of artistic varietits is confined chiefly 
to the Punjab, Kashmere and the Western United Provinces, and 
there is reason to believe that, like brassware manufacture, this 
industry has also made some headway since the beginning of 
fljie present century. Ordinary cotton carpets or du-rries are 
manufactured all over the country, while the chief centres of 
the woolen carpet industry are Kashmere, Amritsar, Agra,. 
Bikanir and Mirzapur. The latter industry has made great 
progress during the past quarter of a century owing to the 
increase in demand in the European and American markets. 
As regards oil-milling and pottery manufacture, it may be said, 
that both these industries are in as good a condition as they 
ever were. The potter still holds his own in every town and 
village ; and while the power-driven oil mill has to some extent 
captured the market in large towns, in the villages and in small 
towns the indigenous press still meets the entire demand of 
growing population which, owing to pressure on the soil 
and consequent poverty, can no longer afford to use butter. 

- That these industries still occupy a very important place 
in India’s national economy is shown by the fact that they give 
employment to nearly 14 million people. According to the 193T 
Census Report 1,54,00,000 persons were engaged in industry in 
16 
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India in 1931. But as nearly 1,600,000 people were employed 
in organized industries, the balance of nearly 14 million people 
ttust have been engaged in cottage industries. Again, as the 
workers engaged in all industries supported 18,800,000 “nour 
working dependents”,! we must come to the conclusion that 
roughly not less than 30 million people in the country were 
dependent upon cottage industries 

The Organization of Cottage Industries. The strength of 
cottage industries as revealed by the number of people engaged 
and dependent upon them is not reflected in their organization 
which, taken as a whole, is the crudest imaginable. There 
are, however, grades and varieties in this organization. The 
woolen carpet industry as a whole and the brassware industry 
of INIoradabad are organized more or less on factor}'- lines, in 
which the craftsmen are paid by the piece work system'. On 
the other hand in the case of leather tanning, shoe-making, 
oil milling and pottery manufacture the workers, on account 
of the nature of their crafts, are independent craftsmen ; and 
they have been able to preserve their independence because 
they are able to get in touch with the consumer dir^cfly 
without the intervention of the middleman. The worst 
organized industries, however, from the point of view of 
craftsmen are cotton, woollen and silk textiles, wood carving 
and utensil manufacture. In these cases the craftsmen do not 
depend upon local custom, so that the intervention of 
middlemen becomes inevitable. The middleman in all these 
cases is the buyer of finished products and in some cases also 
supplies the raw materials, and as such is in. a position to 
dictate his own terms to the craftsmen. The consequence of 
-this poverty of organization is that the earnings of tlie 
craftsmen engaged in these industiies tend to sink to the 
subsistence level so that they are mostl}'- in debt. The craftsrh& 
themselves being poor and illiterate, their technique is often 
primitive, and practically nothing has been done to modernize 
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their crafts. The result is that in some of the industries under 
the control of middlemen the uniformity of quality and design 
is completely lacking, which' is a great drawback from the 
point of view of standardization. 

The Causes of Survival. . If in spite of these drawbacks 
saXije cottage industries are flourishing in India, it is because of 
certain exceptional circumstances. In some cases, e.g. in the 
case of the silk products of Benares, artistic brassware, wood- 
w'ork and ordinary clay-pottery, survival is due to the impracti- 
cability of applying machinery to the manufacturing processes. 
In the case of certain varieties of cotton, silk and woollen 
products, the demand is due to custom and fashion, and as 
such it is so small and varied that a factory cannot profitably 
be set up owing to the smallness of demand. Again, in the case 
of leather and shoes of indigenous varieties, the ancient 
methods survive because cheap articles can be produced by 
these methods only. And lastly in the case of such industries as 
oil milling, the proximity of the market and the nature of 
primary and by-products render the position of small scale 
pj^iucers invulnerable. 

The Case for the development of handicrafts. The 

occupations that happen to be a source of livelihood to nearly 
30 million people cannot be allowed to languish, especially as 
organized industry can but give emplo3unent to only a fraction 
of handicraft workers. Again, we have seen that nearly 75 
per cent of the population of India is dependent directly upon 
agriculture, and that the people engaged therein pass nearly 
six months in a year in idleness. A considerable proportion of 
these people are either, on the borderline of starvation or are 
actually starving, so that it is necessaiy that they should be 
provided with some by-occupation, to enable them to supple- 
in4“nt their scanty earnings from agriculture ; and the inti educ- 
tion of handicrafs, among other occupations, has been suggest- 
ed as a means of ameliorating the condition of these ^ people. 
In these circumstances Mahatma Gandhi’s handspinning and 
khadi movement ceases to be a “political stunt’’ and appeals 
to us as the greatest constructive scheme put forward for 
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improving the condition of the starvinj? millions of India ; for 
i! ensures tlie spending of enforced leisure in profitable pursuits 
rind tile conservation of none loo plentiful food supplies, a part 
of rvhicli would otherwise be piven away for the purchase of 
clotli. As people otherwise enpaped in apriculture cannot all 
be enip)lo3'ed in factories, the development of handicrafts 
aiijiears to lie one of the chief methods of helpinp them out of 
tlieir miseries, provided it is at all possible to develop them. 

Scope for the development of handicrafts. But as far as 
we can see, the scope for the development of handicrafts with 
a view to pivinp employment to the people who are not 
enpaced in tlieni at present is extremely limited — in fact 
exceptinp cotton spinninp and weavinp there is no other 
liandicraft which can oiler employment to the cultivator 
durinp the period he has to sit idle. But even this occupation 
should not be despised as of no consequence : as we have 
already remarked, it can provide the poorer classes with cloth- 
inp, which would mean a correspondinp increase in their 
earninps and consequently food supply. Oil-millinp, leather 
tanning, shoe-making and earthen-ware manufacture are the 
only other industries that can be carried on in rural areas ; but 
as the requirements of the rural population in the matter of 
these products are already being adequateh* met, we may say 
that there is no room for their further development. 

On tlie other hand the more liighb’ developed industries 
like silk, wool, artistic brassware, woollen car[)ets and wood- 
work have decidedly brighter prospects in \'iew of the fact that 
little has so far been done to stimulate the demand for these 
products in India or abroad. These products are, in spite of 
their cheapness and superb workmanship, so little known in 
India itself, to say nothing of foreign countries, that even - a 
little publicity and modeniization of the marketing organiza- 
tion is likely to go a long way towards turning the fortunes of 
these industries And along with these measures a little 
modernization of technique and, as far as possible, the 
standardization of products, would make progi'ess more lasting 
and certain. 
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As regards the introduction and development of new 
handicrafts, it may be said that the propects are not quite so 
bright as is generally supposed. It is certainly true that 
German toys are manufactured by East Prussian craftsmen in 
their own homes, that the famous Swiss watches and clocks are 
the products of the cottage, and that in Japan a large variety 
of products, such as toys, pens and pencils, matches and other 
articles of minor importance are being manufactured in the 
cottage. But then it must be remembered that cottage indus- 
tries thrive on tradition and that while in the above-mentioned 
countries the tradition, in so far as the practice of handicrafts 
is concerned, was never allowed to die, in India it has been 
completely dead for long. It will take time, and possibly a 
very long time, to revive that tradition and to induce educated 
3’-oungmen to take to cottage industries. The handicrafts 
mentioned above are generally adjuncts to large modem 
factories, and no one would think of setting up these factories 
unless the supply of suitable craftsmen to take advantage of 
the opportunities offered by them is assured. Taken all round it 
6^ms that the establishment of new handicrafts after the 
German, or Swiss, or Japanese model will, under the most 
favourable condition imaginable, be a long and tedious process, 
while under existing conditions, of which the aversion of 
the State to render any kind of solid and lasting assistance to 
industry is the distinguishing feature, it may never be 
accomplished. 

Means and methods of improvement. But it is possible to 
improve the lot of a very large proportion of the people who are 
dependent upon handicrafts, which would be a great achieve- 
ment, as altogether nearly 30 million people are dependent upon 
th^m. The handicraft worker suffers from three handicaps ; 
h'e. is illiterate and ignorant, he has to buy dearly and sell 
cheaply, and the market for his products is in some cases very 
much restricted. The ’ cumulative effect of all these handicaps 
is that, in spite of his exquisite skill in the manipulation of mate- 
rials, his earnings are not any higher than those of an unskilled 
urban labourer. The illiteracy and ignorance, of the worker 
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r-^acts upon his skill and abilil}^ to adopt more up-to-date 
methods and appliances. The introduction of better technique 
and appliances must in fact form a part of his education. 
Olu-iously enough it is the duty of the State to undertake this 
v;or].: v.-Jiich at the present time it is completely neglecting. In 
this connection it may be observ^ed that the provision of 
facilities for general education will not meet the requirements 
of the situation ; it will be necessary to devise improved 
methods and to acquaint the workers with those methods. Thus 
the vState will have to undertake at once the general education 
of the workers as well as research work, demonstration ^ and 
propaganda. As regards buying and selling, it may be pointed 
out that at the present time there is no organization^ to enable 
the handicraft worker to buy cheaply and to sell his finished 
products at the highest possible price. He buys liis materials 
from ordinal'}' retailers so that the price he pays is necessarily 
higli ; and when he secures his materials on credit he is fleeced 
in a more thorough-going manner. Again, in the absence of any 
other organization, the workers in the case of certain industries 
have to sell their finished products to middlemen, with thi^ 
result that they have often to be content with mere subsistence. 
These grave defects can obviously be remedied by the establish- 
ment of co-operative societies. Buying through these societies 
would enable the craftsmen to procure materials at somewhere 
near wholesale prices, while co-operative selling would do away 
with the middlemen’s profits. Moreover, the difficult and 
urgent problem of standardization can be tackled and eventually 
solved only by organizing the handicraft workers on co- 
operative lines. It would be difficult to depend upon private 
enterprise in these matters ; the State itself must take the 
initiative until the whole organization is so well developed as 
to be able to stand on its own legs. And, lastly, as regards the 
development of internal and foreign markets, it may be said 
that although a gi'eat deal can be achieved by co-operative 
action it would not be prudent to depend entiiely upon that 
organization. While actual marketing operations both in India 
and abroad should be conducted by cooperative sales societies^ 
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it would be too much to expect these organizations to undertake 
publicit}’- work by participation in exhibition etc., which, 
as is the case in other countries, must be undertaken by the 
State itself. 

\ It would thus appear that the main responsibility for the 
protection and development of handicrafts lies upon the 
shoulders of the Government. But until April, 1935, when the 
Government of India allotted Rs. i crore for rural reconstruc- 
tion to the Provincial Governments, neither the Central nor 
any of the Provincial Governments had done anything 
substantial b3’^ way of helping the handicrafts. But it must not 
be supposed that this entire amount has been devoted to the 
development of cottage industries ; the Provincial Governments 
have spent a greater part of their share on road and radio 
development in the rural area, so that only a small part of 
the Central Government’s grant has been utilized for the 
development of \rillage crafts. Even this small help at this 
late hour seems to have been inspired by political considera- 
tions ; it seems to have been designed to turn away the atten- 
Vju'n of the rural population from the activities of ^Mahatma 
Gandhi’s Village Industries Association which has been started 
with the object of once again making the village a self-sufficing 
economic unit. That this sum of one crore has been allotted 
for rural uplift work mainly with the object of preventing the 
]\Iahatma from gaining influence among the rural population 
and not with the object of actually helping the poor villager 
is indicated by the fact that, far from co-operating with the 
Mahatma in his efforts, the Government regard his activities 
in the village with distrust and suspicion, and have gone to 
the length of circularizing their officials not only to hold 
s*irictly aloof from the movement, but, if need be, to prosecute 
workers in the supposed interests of law and order. It 
would thus appear that until the political problem is solved 
economic reconstruction cannot be successfully accomplished. 
Whether Mahatma Gandhi will succeed in spite of the 
hostility of the Government yet remains to be seen ; but all 
things considered it seems that philanthropic work- in the field 
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of economic reconstruction lias its limitations, and that, con- 
sidering the ma.gnitude of the problem, little can be achieved 
witliout State assistance, and jiossibly nothing at all when the 
Stale has adopted a definitely hostile attitude. The realization 
of a surplus of nearly Rs. 5 crores has enabled the Government 
to repeat this grant for rural reconstruction work in 1936—37 ; 
but whether it will be repeated even in the absence of budgetry 
surpluses vet remains to be seen. But one thing is certain . 
witliout improving the organization and technique of handi- 
crafts nothing will be achieved, and improvement in organiza- 
tion must ]irecede improvement in technique. 



CHAPTER XII. 

ORGANIZED INDUSTRIES. 

,\ Introductory. 

The late development of the factory system : Its causes. 

We have seen that all the great national industries, on \\hich 
India’s reputation as a manufacturing nation was based, had 
been annihilated by foreign competition by the first quarter of 
the nineteenth century. But, unlike what had happened in 
various European countries, the decline of handicrafts was not 
immediatelj'^ followed by the introduction of the factory system. 
It was during the fifties of the last centur5^ that the first cotton 
and jute mills were started in India, while the development of 
other industries, such as iron and steel, leather, glass, cement, 
chemical, paper, woollen and others, began more than half a 
century later. The causes of this slow progress are many, but 
t he most important of them are scarcity of capital and dearth of 
fc^/terprise, absence of technical knowledge and the absence of 
such important basic industries as coal, hydro-electric power, 
engineering, and steel and chemical manufacture. These are 
the deficiencies on the Indian side — deficiencies that have not 
been completely covered up to the present and for which the 
policy of the Government is to no mean extent responsible. All 
these factors, along with the unfriendly policy of the Govern- 
ment, that have ► retarded and still retard the progress of 
organized industries in India will be discussed in detail in the 
following chapter. At this stage we will confine our attention 
to describing the present position of these industries as a whole 
iw India’s national economy and the historj’- and present 
■^sition of each important industry. 

The beginning and progress of modern industrialism. 
The first attempt to introduce modern industrialism into India 
was made in the seventies of the eighteenth century, when hvo 
Englishmen, Motte, and Farquhar, started their iron works in 
the Birbhum district. The attempt ended in failure, and 
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nothing- further liappened till the thirties of the last century 
when Josiah IMarshall Heath attracted by the fine quality of 
iron ore in southern India started on a similar venture. This 
attempt, notwithstanding the financial support of the Company’s 
Government, also ended in disaster. Further attempts to. 
establish the iron industry in India were made in rapid 
succession during the next forty years, but they all ended in 
failure. But notwithstanding the fact that iron and steel 
industry’ had not yet been established, the manufacture’ of 
machiner}' and chemicals was unknown, and even the coal indus- 
try had not been adequately developed — in short all the material 
bases of modern industrialism were missing — cotton and jute 
mills began to be set up during the fifties of the last century, 
and the success of the pioneer concerns paved the way for the 
rapid development of these two industries. It was also at this 
time that the construction of railways was started, which led to 
the development of coal-mining in Bengal and Bihar' and 
Orissa. The establishment of engineering workshops to under- 
take repair work was the next development. During the last 
quarter of the nineteenth centurj’’ silk and woollen mills, sugar- 
and oil factories, glass works, paper mills, hj’-dro-electric 
works and blast furnaces were established ; but so slow was 
the progress that until the establishment of the Tata Iron 
and Steel Company’s works at Jamshedpur in 1911, cotton, 
jute and coal were the only prominent industries in India. 
Whth the establishment of steel works at Jamshedpur one 
more basic deficiency in India’s industrial organization 
was removed, and the manufacture of tin plates, iron sheets, 
wires and nails, agricultural implements, railway wagons and 
structural materials was taken in hand. Again, during the 
present century the cement industry has been developed on an 
extensive scale. But notwithstanding all these development^ 
India is still more or less completel}^ dependent on foreign 
countries for the supply of such important basic articles as 
heavy chemicals and machinery. We shall discuss the 
economic consequences of these deficiencies after we have 
examined the present position of basic industries as a whole. 
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The extent of organized industries. From what we 
have said in the preceding paragraph it must have become 
apparent that establishments representing almost every in- 
dustry, excepting of course heavj’’ chemical and m.achineiy 
^manufacture which are the two most important basic industries, 
"are found in India. But in forming an estimate of the 
importance of organized industries in India’s economic life we 
must not be deceived by the number of industries that have 
already been established, for it is always the extent, preferably 
combined with variety, and never variety alone, by which the 
importance of a national system of industries is determined. 
Industrial statistics in India are in a hopeless muddle, but 
according to the Department of Commercial Intelligence and 
Statistics, in 1931 there were altogether 9485 factories (which 
included factories owned by the Government and local authori- 
ties) in British India and Indian States employing on an average 
1,630,037 persons daily.* In these figures are also included 
such establishments as water works which have absolutely 
nothing to do with manufacturing operations. Anyhow, even if 
-^^-s accept these figures at their face value, our eyes are at once 
opened to the fact that after 80 years of effort and development 
the organized industries in India can give employment to less 
than one person out of every 200 in the country. Again, to 
apply another test, the output of the existing industrial 
establishments in the country meets only a fraction of the total 
requirements of the country ; it is insignificant as compared 
with the volume of imports from abroad. And this state of 
affairs is to be witnessed in spite of the fact that the raw 
materials of almost every industry are being exported in large 
quantities. We realise that under modern conditions no 
country can or should hope to be entirely self-sufficient in the 
'^^atter of industi'ial products, but then at the same time imports 
and home supplies must not be in a serious disproportion. And 
in India this disparity is so glaring as to lead even a superficial 


* The Statistical Abstracts for British India, Eleventh Issue, 
pp. 798-821. 
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ob?erver to the conclusion that the development of industries 
in the country has not yet seriously begun. That what has 
airead}- been achieved amounts to only a scratching of the 
surface null become obvious after we have examined the present 
position and future possibilities of each industry. We shall, 
first surve.v the position of basic industries, and in the light of 
tlie conclusion arrived at in that connexion examine the present 
position and possibilities of various industries of the non-basic 
group. 


Basic Industries. 

The meaning of the term “ basic industries The 
manufacturing industries are technically divided into two main 
groups, viz., basic and non-basic, Basic or key industries may 
be defined as those which serve as the bases of other industries, 
or whose finished products are used either as vehicles of 
production or as raw materials in other industries. The 
products of industries of the non-basic group, on the other 
hand, can claim no such distinction in regard to their usel To 
illustrate, both iron and engineering industries belong to the'^ 
basic group— the fonner because the metal is used in the 
manufacture of an endless variety of products, and the latter 
because the products of the engineering industry, i. e. 
machines, tools, etc., are used as a vehicle of production in the 
manufacture of other articles. The products of the cotton, or 
woollen, or paper industry' on the other hand camiot be used 
either as vehicles of production or as raw materials (except in a 
limited sense) in other industries. But as certain articles, such 
as paints and varnishes, vegetable oils, coal and others niav be 
used both for industrial and general purposes, it is not possible 
to draw a line between the two groups of industries. Obvioush^ 
a good deal would depend upon the intentions of the consumer ; 
but from the point of view of industry' as a whole only’- those 
industries may be scheduled as belonging to the basic order 
whose products are used predominently' in actual manufactur- 
mg operations in other industries. If. we apply this test, _we 
must regard only^ iron and steel, coal, hydro-electric power, 
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non-ferrous metal, engineering, vegetable oil, heavy chemical 
and leather industries as belonging to the basic group ; and 
these are the industries we propose to discuss at this stage. 

I. Iron and steel industry. We need not try to explain 
^he obvious fact that the iron and steel industry is the basis 
' df modern industrialism ; indeed it may be said with justi- 
fication that even -our civilization is based on this industry. 
However, before the modern system of manufacture and tran- 
sport is developed on scientific lines in a country, it is always 
conducive to economy to lay (if it is at all possible tO' lay) the 
foundations of that system on the solid basis of iron and steel 
industry. 

But while in every western country the development of the 
iron and steel industry preceded the development of various 
dependent industries, in India, as we have already seen, the case 
was the other way round. The reason is that until recently the 
technique of this industry had not been so highly developed as to 
render the production of good quality steel from Indian coal and 
. ores practicable. Attempts were made as early as the seventies 
the eighteenth century to manufacture iron by means of 
charcoal,- and the nineteenth century is crowded with these 
attempts ; but they all ended in failure mainly because of the 
scarcity of charcoal consequent upon the difl&culties of tran- 
sport. It was not till the sixties of the last century were well 
advanced that experiments were made with the Bengal coal, 
which eventually resulted in the formation of the Bengal Iron 
and Steel Company in 1874 with works at Barakar in the heart 
of the Ranigunj coalfield. It is worth noting that this com- 
pany was a British concern. The Company suffered heavy 
losses ; in consequence the Government took over the works 
and proceeded to show, with the help of a Ritter Von Schwartz 
^,hat iron smelting with coke could be a profitable proposition 
in India. The works were again sold to a company in 1899 
which immediately began to extend and modernize them. 
In 1905 the company set up a steel plant, but the venture failed 
owing to various technical mistakes in the construction and 
operation of the plant.:. As a result, the manufacture of stfeel 
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Y/as given up, and the compan}^ concentrated its attention on 
the production of castings. With the increase in demand for 
its products the capacity of the plant has been gradually 
increased to over 100,000 tons, though the production at the 
present time is only about a third of the maximum capacity 
owing to the prevailing trade depression. 

But it was in 1907 that the final stage in the development of 
the iron and steel industry in India was reached. In that year 
the Tata Iron and Steel Company ivas floated with a capital of 
Rs. 2,51,75,000. The Company’s works were set up at Sakchi in 
the Singbhum district ; the blast furnaces were fired in 1911 and 
by the year 1913 the steel plant was in full blast. The original 
capacity of the plant was nearlj' 180,000 tons of pig iron, 
100,000 tons of steel, and 70,000 tons of rails, beams, channels, 
angles, fish-plates and bars. From the very beginning it was 
obwous that, in view of the tendencies in the industry all over 
the world, not only was the size of the various units too small, 
but the manufacturing operations as a whole had been started 
on too small a scale. Thus the economies of large-scale produc- 
tion could not be realized to the same extent at Jamshedpur -aS') 
at any of the leading steel works in Europe and America against 
whose products the Jamshedpur steel had to compete. When- 
we take this fact into account and when we remember that the 
manufacture of standardized steel in a new localit}'’ and out of 
untried materials involves a number of technical difficulties, we 
cannot but come to the conclusion that the Tatas had to face 
an uphill task in competing with the steel manufacturers of 
Europe and America who had generations of experience behind 
them. Thus in normal circumstances Jamshedpur would have 
been completely routed without some kind of protection ; but 
luckily for the Indian steel industrj^ the Great War broke out 
a few months after the stai'ting of manufacturing operatioris 
and gave the Tatas as effective a protection as they could have 
desired. As a result of the war while the supplies of foreign 
steel and steel products gradually declined to the vanishing 
• point, the requirements of the Government of India in the matter 
of rails and structural materials for use in the near Eastern 
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and other theatres of war increased to an enormous extent. 
The Tatas sacrificed a part of their profits to serve the Govern- 
ment in its hour of need, but so great was the demand for steel 
at the time and so limited were the supplies that the company 
j^teaped a rich harvest of profits during the war and, in order to 
liieet the demand in the country, greatly enlarged the existing 
furnaces and entered upon a programme of enormous exten- 
sions. These extensions aimed at increasing the productive 
capacity of the plant to nearly 1,000,000 tons of pig iron and 
600,000 tons of steel. A large part of these extensions, 
however, was undertaken during the years immediately follow- 
ing the war when prices had reached unheard of levels, with 
the result that they cost the company more than twice of what 
they would have cost had the Tatas been far-sighted enough 
to wait till the return to normal conditions. 

The initial success of the Tatas brought a number of new 
schemes into existence, but of these only the Indian Iron and 
■Steel Company with works near Asansol and the Mysore Iron 
’^Vorks at Bhadravati have actually materialized, and even these 
'^’orks have so far confined their attention to the manufacture 
of pig iron, chiefly for foreign markets. Finding the market 
for pig iron in foreign countries restricted on account of the 
existence of tariff barriers, and after running the works at a loss 
for a number of years, the Mysore Government decided in 
August 1934 to erect a steel plant at a cost of Rs. 25 lakhs to 
convert all the pig iron into steel for the Indian market. The 
Mysore works use charcoal for smelting purposes, and, profiting 
from the failure of the early European pioneers, the Mysore 
Government have spared no pains to solve the problems con- 
nected with the replanting of cut-down forests and the transport 
of timber to the works. However, the net result of war-time 
post-war activities in the field of new flotations and 
extensions has been that the productive capacity of blast fur- 
naces in India has increased’ from nearly 500,000 tons of pig 
iron in 1914 to nearly 1,500,000 tons at the present time, and 
that of steel furnaces (at Jamshedpur) from nearly 100,000 tons 
in 1914 to 600,000 tons at the present time. * 
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Another development that has taken place in connection 
with the establishment of the steel industry at Jamshedpur is the 
production of wires and nails, sheeting both plain and galvaniz- 
ed, tin plates, railway wagons, agricultural appliances, and steel 
castings by various subsidiary companies as well as the Tatas^^ 
themselves. Again, the waste products of the coking plant and 
blast furnaces are being utilized by the Tatas in the manufac- 
ture of various kinds of fertilizers and heavy chemicals. 

But in spite of the great developments that have taken 
place in the iron and steel industry since the war, the imports 
of iron and steel into India have substantially increased. The 
imports of iron and steel into India during the 5 years before 
the war averaged about 800,000 tons a year valued at nearly 
i2i crores, while during the 5 years preceding 1929-30 (the last 
5 normal years before the trade depression started) imports 
under this head averaged nearly 1,000,000 tons valued at nearly 
Rs. 19 crores a year. This increase in the consumption of iron 
and steel has been due to the fact tliat larger quantities of the 
metal are now being used by the building trade, railways and 
engineering workshops. However, since 1929-30 the demands 
for iron and steel has declined owing to trade depression, and 
imports during the four years preceding 1932-33 liave averaged 
only about 350,000 tons valued at about Rs. 7 crores a year. 
But while India is still a large importer of steel, there is enough 
surplus pig iron to enable her to export on an average nearly 
450,000 tons of the metal every year. Most of this pig iron is 
taken by Japan, but since the conclusion of the Ottowa agree- 
ment small quantities are also being sent to Britain. Again, a 
few hundred tons of ferro-manganese (which is an alloy of 
manganese and iron) are also available annually for export 
purposes. ' 'j 

The progress which the steel industry has made since the 
war was rendered possible only with the assistance of various 
fiscal measures. Without these protective measures the indus- 
try, far from progressing, would have certainly perished. 
We have seen' that in the absence of foreign competition 'during 
the war the Tata Company was in a position to show substantial 
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amounts of profits. But after the war with the return to normal 
conditions the profits gradually gave place to losses.^ The 
Company approached the Government for protection, pointing 
out that its difficulties were due to foreign dumping, deprecia- 
t;Vi:i of European currencies against whose products they had 
to*'compete, and their own lack of experience as well as various 
other handicaps, and reminded the Government of the financial 
sacrifices which the Company had made during the war. The 
case was referred for enquiry to the Tariff Board (which had 
been newly set up as a result of the recommendations of the 
Fiscal Commission) in 1923, which after seemingly exhaustive 
inquiries came to the conclusion that the steel industr}' satisfied 
all the conditions for protection laid down by the Fiscal Com- 
mission, that the difficulties of the Company were due mainly 
to higher labour cost which had been operative at Jamshedpur 
owing to the necessity of training extra hands in anticipation of 
the starting of new units under the scheme for the extension 
of works and of employing highly-paid foreign skilled work- 
and that all these handicaps would gradually disappear 
the costs have been adjusted to production and the higher 
staff has been Indianized. 

That the Company had been juggling with figures (of their 
own making) to prove their case for protection is evident from 
the fact that the advantage of nearly 50 per cent, on the cost 
of materials over foreign countries could not have been entirely 
swallowed up by the higher cost of skilled labour and superin- 
tendence. The truth is that the difficulties of Jamshedpur were 
entirely due to mismanagement which the Tariff Board, 
composed as it was of laymen, w'as either too incompetent to 
detect or had no desire to detect. It is a suggestive fact that 
thie Board refused to soil their hands with the evidence offered 
b^Mr. Homi (a former employee of the Tatas) on the ground 
that it had been obtained by him without the consent of his 
employers ! That the Company relied too much upon Govern- 
ment’s good will and charity and too little upon its own efforts 
is shown by the fact that up till 1924 it had-done little towards 
displacing expensive foreign technicians (who were ..drawing 
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anything between 200 and 400 per cent, more at Jamshedpur 
than in their own countries) . by Indian staff. Further, the 
difficulties of the Company have been, and are still, due to the 
fact that the cost of the plant was unnecessarily piled up by 
undertaking the extension programme at a time, when prices 
were more than 100 per cent, higher than the normal. 

But notwithstanding these mistakes, which were to a 
certain extent unavoidable in the case of a great pioneer 
concern ,the Tatas deserved protection from foreign competi- 
tion ; for otherwise this important basic industry would have 
been destroyed, and the closing down of Jamshedpur works 
would have dealt a death blow to industrial progress in India. 
■The loss of 15 crores invested in Jamshedpur would have had 
its repurcussions in every field of industrial and commercial 
activity in the country with disastrous consequences. Apart 
from that the various important subsidiary industries Avould 
have never been established, and all possibilities of establishing 
the engineering industries in the countr}'- would have been 
completely cut out. In short the closing down of Ahe 
Jamshedpur works would have been an economic disaster &f 
the first magnitude. 

The Report of the Tariff Board was in reality based on these 
sentiments, though they tried to justify their conclusions by a 
crude juggling with some sort of facts and figures, of wffiich 
the Tatas themselves were the autliors. But it must be said 
to the Tariff Board’s credit that had it handled those facts and 
figures more scientifically and had they not been moved by 
•sentiment and other considerations, the steel industry w'ould 
probably have never received any protection, and as such it 
would have ceased to exist. Furthermore, the Board did not find 
it difficult to prove the obvious fact that all the raw materials, 
such as iron ore, coking coal, manganese ore, lime-stone, 
dolomite, various kinds of refractory materials and other things 
being found in abundance in the neighbourhood of Jamshedpur, 
it WDuld not be difficult for the steel industry in India ultimately 
to stand on its own legs without the assistance of protective 
tariffs. In order to enable the industry tO' tide over the 
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periocl of dfficuWes (daring which the works coste ne 
reduced end new units were to start operatious), the Board 
recommended a mixed system of bounties and P“techoto 

The scheme of protection recommended by the Tariff Board 
-''.-as incorporated in a BiU, which became the Steel Industry 
Protection Act of 1904. By this Act protective dttoes ran^ng 
between Rs. 14 and Rs, 40 per ton were imposed on certam 
varieties of steels and steel products which competed with the 
products of the Tala Iron and Steel Company. At the same 
Le bormties were to be given to steel rails and ^ 

three years, the rates being fixed at Rs. 3a Per ton for the first 
Z 7 L. a 6 for the second year, and Rs. ao for the third year. 
The^e arrangements were to remain in operation for only three 
«aTs as it was fell that during this period the productive 
Opacity of the works would be developed to the maximum and 
continental currencies (which were a disturbing 
account of depreciation and fluctuating rates of exchange) \ 
be stabilised. The imposition of these protective duties would 
l 4 ve in any case increased the cost of steel to a corresponding 
eQnt, and thus adversely affected the various steel using 
industries. As these Industries (of which the en^nemng ttn 
plate, wagon, agricultural implement and steel wire industries 
were the most important) would have never been able to 
compete with the foreigner in the Indian market on account 
of increase in the cost of steel, they were suitably protected 
bv the vrant of bounties or protective duties according to 


tlieir. requirements. _ 

But, contrary to the expectations of the Tariff Board, t le 
Continental exchanges continued to depreciate while tie 
.exchange value of the rupee moved in the opposite direction. 
T'hus the price of continental steel as measured in terms o 
I^ian currency began to fall, so that the effects of protective 
duties began to be nullified to a corresponding extent, 
matter was again referred to the' Tariff Board, who expressed 
the opinion that a case for further protection had been estab- 
lished. and recommended the enhancement of import duties. 
The Government, on tlie- other hand, in order to avoid a rise 
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in the price of steel and steel products in the country, proposed 
further bounties. The proposals of the Government were put 
before the Legislature in 1925, and a bounty of Rs. 20 per ton 
was granted on 70 per cent, of the steel produced in India 
between October i, 1924 and September. 30, 1925, provided 
that steel was convertible- into articles already protected by the 
Act of 1924- 

The TariS Board, according to the provisions in the Act of 
1924, again examined in 1926 the position of the steel industry. 
They recommended that the protective duties should continue 
in an altered form for a period of seven years, but that bounties 
should be discontinued. The Bill embodying these recom- 
mendations (which was put before the Legislature in 1927) was 
designed to introduce imperial preference through the back- 
door. It proposed the imposition of basic and additional duties 
on steel and steel products entering India. The former was 
to be imposed on all steel, both British and non-British, while 
non-British products were to be subject to the latter also. 
Popular opinion, as expressed through elected members in'tf'ie 
Legislative Assembly, was against this principle of differentia- 
tion in the fiscal treatment of the goods of British origin. But 
in vain. The Bill was passed in its original form, except that 
an illusory safeguard was inserted whereby the Government was 
enabled to increase the duty on British steel manufacture in 
cases of emergency in order to make protection more effective. 

Iron and steel duties Act, 1934. The Act of 1927 
was to remain in operation for seven years, so that in 1933 the 
Tariff Board was again commissioned to enquire into the condi- 
tion of the steel industry. The Board found that the industry 
was no more in need of protection against British steel, but 
as continental steel was still being sold at uneconomic prices, 
Indian steel industry needed some protection from its unfair 
competition. They therefore recommended the ^adoption of 
free trade in relation to British steel, while in regard to con- 
tinental steel they suggested the retention of import duties in a 
modified form. A Bill based on these recommendations was 
submitted to the Assembly in 1934 and was duly passed into 
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law. The Government ivas so much bent upon adopting the 
principle of free trade in relation to steel that it wanted to 
free the imports of British steel from the burden of even ordinary- 
revenue duties to which almost every foreign article entering 
l^adia was subject. But that would have involved losses to the 
revenues of the Government which it could not afford to bear. 
It was therefore provided that an excise duty of Rs. 4 per ton 
should be levied on all steel ingots produced in British India ; 
and in order that the Indian steel industry may not suffer un- 
duly in consequence of the operations of this excise duty, it 
was provided that all the steel products imported from abroad 
should be subject to a countervailing customs duty equivalent 
•to the excise duty on steel ingots. “This counten^ailing duty 
will be additional to the protective duties (on steels of non- 
British origin) recommended by the Board and alternative to 
the ad valorem revenue duties on articles (of British origin) in 
I'espect of which protection has not been granted. This so- 
called scheme of protection, which was to remain in operation 
1941, was accepted, in spite of aU its viciousness and dangers, 
a thoroughly subservient Legislature. Some idea of the 
viciousness' of the principles underlying this scheme may be 
obtained from the fact that the whole of the countervailing 
customs duty is levied only on tested steels (which is synony- 
mous with British steel), the excise duty is levied on ingots out 
of which both tested and untested steels are manufactured. 
This means that untested Tata steel will be* subject to the same 
fiscal burden as the tested British steel, notwithstanding the fact 
that, as pointed out by Mr. Salter of Messrs. Balmer Lawrie 
and by various other steel selling concerns, there must be a 
difference of at least Rs. 10 per ton between the price of tested 
afud untested steels in order to enable the latter to find a market. 
T)!ius by the operations of the excise duty on ingots the British 
tested steel will be brought directly in competition with the 
Indian untested steel with the result that the latter will be 
driven out of the market by he British product. However, in 
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actual practice the Tatas seem to have resorted to cutting down' 
the price of their untested steel with a view to finding a market 
for it. 

It is thus quite obvious that the whole scheme was designed 
with a view to protecting not the Indian steel industry but tli^l 
imports of British steel into India as against the products of 
the Indian steel industry, and to help the British steel industry 
at the expense of the Tatas. This is abundantly proved by the 
fact that while the retention of customs duty (without any 
countervailing excise duty) would not have adversely affected 
imports from Britain by a single ton, the excise duty gave 
British steel additional scope in India which, the demand for 
steel in the country being limited, .must obviously have been at 
the expense of Jamshedpur. In short, the Act of 19341 fq^ 
from protecting the Indian steel industry, actually penalized it 
and gave a definite advantage to its British rival. And if 
further proofs in support of the contention that the Act of 1934 
was designed to encourage British steel imports at the expense 
of the indigenous product is needed , we may mention the 
scandalous behaviour of the Government of India in submitting'^ 
through the Secretary of State advance copies of the Report of 
the Tariff Board before its publication in India as well as copies 
of the draft Bill to the steel interests in Britain for their 
approval. Such consultations and approvals are without a 
parallel in the fiscal and industrial history of any other country 
in the world ; but they have served one useful purpose : they 
have driven the last nail into the coffin of the pretence of our 
rulers that in their policy and actions they are always inspired 
by the interests of no one but Indians themselves. 

Future of the steel industry. If the Tatas had not 
made the various initial mistakes in connection with the size 
of the plant and capital expenditure on extensions, we have nd-' 
doubt whatever that they would not have been in need of pro- 
tection to-day. On the other hand if protection had been 
initially granted for a longer period and on the condition that 


See Indian Finance, September 8, 1934, pp. 494-95- 
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the works should be so extended as to enable them to meet 
as far as possible all the requirements of the country in the 
matter of steel, the imports of steel would have very nearly 
ceased by now, for all the requisite conditions for the establish- 
ikent of steel industry in India are fully satisfied. But this 
coiild not have been achieved without some definite plan ; and 
the Government of India has never had any plan of economic 
development. Anyhow, whenever a plan of industrial re- 
construction is formulated, the development of tlie steel industry 
would figure prominently, and there is no doubt that within a 
ver}'^ short time the requirements of India in the matter of steel 
would be largely met from her own resources. But as the 
demand for certain varieties of steels (such as high speed steels) 
is too small in India at the present time and their manufactur- 
ing technique is more intricate and difficult, it would not be 
profitable to undertake their manufacture for a long time to 
come, unless the various industries using these steels are 
adequately developed at the same time, which would mean the 
adoption of a plan of all round industrial reconstruction. 

(2) The coal-mining industry. In spite of recent 
developments in the field. of hydro-electric power, coal is still 
by far the most important source of power for industrial and 
transport purposes. Again, the supplies of timber, and conse- 
quently charcoal, being limited, coal is still a factor of the 
greatest importance in the development of metallurgical and 
engineering industries. And lastly, coal is the source of 
chemicals of the gi'eatest industrial and .commercial importance 
whose names are legions. These facts show that, as a basis of 
modern industrialism, coal is next in importance only to iron. 

We have already seen in a previous chapter that coal is 
fqjund in Bengal, Bihar and Orissa, Assam, Hyderabad, Central 
Tljovinces and the Punjab, and that the coalfields of Btengal and 
Bihar and Orissa are the richest in India. It has also been 
shown that the reserves of coal in India amount to only about 
52,000 million tons. That these reserves compare very unfavour- 
ably with the reserves in other countries is shown b3’' the fact 
that, to give a few instances, the United States have got 
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1.975.000 million tons in resen^e, Germany 410,000 million tons, 
China 995,000 million tons, Canada 286,000 million tons, and 
Britain 190,000 million tons. But, strictly speaking, against 
these colossal reserves in foreign countries we can put only 

10.000 million tons of India’s first grade coal reserves, for it 
only first grade coal in India that compares favourably with the 
average coal in Europe and America. 

The exploitation of coal in India was seriously undertaken 
during the fifties of the last century. It was started by 
Europeans, and up to the present day 75 per cent of the coal 
produced in the country comes from European-managed mines. 
The production of coal at the present time averages nearly 20 
million tons a year, and, with the exception of small quantities 
which are being imported into various port towns, the entire 
requirements of the country are met from indigenous sources. 
The pit-mouth price of coal in Bengal and Bihar and Orissa 
stands at nearly Rs. 5 per ton for first grade coal, Rs. 4 per ton 
for second grade coal and Rs. 3 Per ton for third grade coal. 
This compares very favourably with 15s, or Rs. 10 per ton in 
Britain and Germany. This lower price is partly due to lowei} 
labour cost, partly to the more favourable position of coal seams 
and partly to the wasteful methods of production in vogue in 
all the coalfields in India. 

Most of the coal produced in Bengal and Bihar and Orissa be- 
longs to the superior grade because of the fact that the distances 
over which this coal has to be carried are enormous, and inferwr 
coals cannot stand high transportation charges. When this in- 
ability of inferior coals to stand transportation charges is taken 
into account, the necessity of consenung coal becomes apparent. 
It is obvious that not more than 75 per cent of the coal in 
reserve can be extracted. On this basis only about 7,500 milliofi 
tons of coal will be ultimately available. The consumption 6f 
coal cannot remain stationery at the present level of 20 million 
tons a year : when various industries are adequately developed 
the requirements of the country would not be less than 50 
million tons a year— -in fact they are likely to be a good deal 
more. But even on the basis of 50 million tons per annum the 
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reserves of first grade coal are not likely to last for more than 150 
years, which is a veiy disquieting prospect. As regards coking 
'coal, the resen^es of 2,000 million tons would yield 1,500 million.^ 
tons of coal. If India does not consume more than 3 million tons 
-Vof steel annually (which in view of the present meagre require- 
nieuts of the country is a very modest estimate), nearly 12 
million tons of coking coal will be annually required for 
metallurgical purposes. Thus the reserves of coking coal will 
last for just about 120 years and no more — ^strictly on the 
assumption that the consumption of coking coal is confined to 
metallurgical industries only. But in spite of these limitations 
nothing is being done to conserv^e coal or to ensure its scientific 
exploitation. As scientific mining of coal is rather an expensive 
business, the colliery owners, in their anxiety to get the highest 
profits, are employing the most wasteful methods imaginable. 
The result is that millions of tons of coal are lost annually 
partly through inadequate extraction and partly through 
underground fires which are a common occurrence in Indian 
'^.oalfields. Again, coking coal is at the present time being 
.'■"ased more for non-metallurgical than for metallurgical 
purposes. The conclusion is obvious : if these wasteful 
tendencies remain unchecked, the reserves of first-grade and 
coking coal may not last for even a century. These dark 
prospects imperatively call for conscious economic planning not 
only in the coal-mining industry but in the entire industrial 
field. As it is not possible to enforce regulations with a view to 
bringing about the conservation of coal so long as the industry 
is in private hands, the only possible method of safeguarding 
the interests of coming generations would be the nationalization 
of the coal-mining industry. The very least, however, which 
Ahe Government must do is to make the grant of mining licences 
■^subject to the adoption of the mining technique that is likely 
to lead to the avoidance of losses through human action or 
inacion. Again, the use of coking coal must be restricted to 
metallurgical industries (if it is at all possible to impose such, 
restrictions without the nationalization or at least the cartelli- 
zation of industry) and ordinary coal should, be economized by 
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the establishment of central generating stations in the coalfields 
of Bengal and Bihar and Orissa, the necessity and prospects of 
which Ave propose to examine in the following chapter. 

(5) Hydro-Electric power generation. Hydro-Electric 
power is a verj^ effective substitute for coal as a source of heat-.f 
and mechanical power ; in fact it is more effective than coal 
as a source of heat and power for i^ridus industries, such as 
the industries of the electro-chemical and electro-metallur^cal 
groups, in which the low cost of power is an essential condition 
of success. 

Natural waterfalls are generally harnessed for the genera- 
tion of electrical power all over the w'orld, but in India such 
falls being few and often 'seasonal, water is stored in artificial 
lakes during the rainy season and artificial falls are created for 
the generation of power: As enormous areas of land must be 
acquired for lake sites, and masonry wmrks must be constructed 
for holding large volumes of water, the cost of power in such 
cases is naturally high as compared with the cost of power from 
natural waterfalls. From this it follows that in India the cost; 
of hydro-electric power can never be so low as m the countries 

where natural falls have been harnessed. 

Up to 1918 nothing was known about the potentialities of 
India in the matter of water power. In that year, however, the 
Government of India acting on the recommendations of the 
Indian Industrial Commission undertook the hydro-electric 
surA^ey of the country, as a result of which it was revealed for 
the first time that it was possible to develop ^ hydro-electnc 
poAver in India to the extent of more than 5% million kiloAvatts 
continuous, Avhich is more than adequate to meet all the 
requirements of the country. But in spite of such enormous 
possibilities only about 500,000 kiloAvats have so far been 
actually developed. In Bombay the Tatas have been tlih 
pioneers and as a result of their enterprise nearly 160,000 
killowatts have been developed in the western ghats, . which 
meet a very large part of the industrial and non-industnal 
requirements of the city of Bombay. Again, nearly 33.ooo 
• knlowatts have been installed in the Madras Presidency (first 
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stage of the Pj^kara scheme) by the Madras Government, nearly 
50,000 kilowatts in the Punjab (first stage of the Uhl river 
project) by the Punjab Government, and nearly 30,000 kilowatts 
in Mysore by the state Government. In addition to these a few 
ismall hydro-electric stations have also been set up in the United 
1-rovinces, Assam, Bengal, Kashmere and other parts of the 
country. 

The necessity and importance of hydro-electric power 
development in India is amply realized when we take into 
account the fact that, the best and the most extensive coal 
deposits being confined to Bengal and Bihar and Orissa, the cost 
of coal in the various non-coal-bearing areas becomes prohibitive 
on account of high transportation charges. As cheap power is 
one of the essential conditions for the establishment of various 
manufacturing industries, the case for the development of water 
power in the non-coal-bearing areas is clearl}’’ established. But 
as manufacturing industries would not be established unless 
reasonably cheap power is already available, it is necessary that 
v^he development of water power should precede tlie establishment 
/^various power-consuming industries. Clearty no private agency 
would undertake the installation of a hydro-electric power station 
when the demand for power has yet to be created. It is tlie 
State and State alone which can afford to run the works at a loss 
during the initial stages in order to encourage the development 
of industries. Moreover, a hydro-electric station serving an 
extensive area would automatically become a monopolistic 
concern with a tendency to charge the highest possible price 
for power, which would not be in the interests of the various 
dependent industries. It is thus the duty of the Government to 
undertake this task of water power development in an indus- 
tiially backward conntry like India. The activities of the 
■iVnjab, Madras, Mysore and the United Provinces Governments 
in this field during recent years clearly show that the 
provincial Governments have at last awakened to the 
necessity of performing their duties in this field. But in the 
absence of a well thought out plan the state has gone in this 
direction thus far and no-further. As the developments in the 
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Punjab and I^Iadras have not resulted in encouraging the 
establishment of industries, it is obvious that something more 
in addition to cheap power is needed. And it is not possible to 
find out and provide that “something more” without a plan of 
economic development. .■ 

(4) Non-ferrous metals. We have already seen in a 
preceding chapter that India is deficient in Copper, zinc, lead 
and tin ores. This deficiency is reflected in the production of 
these metals in India. Zinc and tin are not being smelted in 
India owing to the inadequacy of ore supplies, but copper is 
being smelted at Manbhandar in Orissa, while at Namtu in 
Burma lead is being produced. In 1932 the production of 
copper in Orissa amounted to only 4,443 tons, while in addition 
to this 9,729 tons of copperniatte (a kind of refined copper ore) 
containing nearly 44 per cent, copper were produced in Burma. 
But as at the close of the year 1932 the total ore reserves’ in 
Orissa amounted to only 700,466 short tons with an average 
assay value of 3-053 per cent, of copper, the smelting operations 
would automatically cease in i93^unless, of course, some new 
workable deposits are discovered by that time. The production^ 
of lead in Burma amounted to 71,202 tons in 1932. The ore- 
resen'es in Burma in that year amounted to 4,126,179 tons, 
which ought to ensure the continuation of smelting operations 
for about 15 vears at the present rate of exploitation. But as 
Burma is going to be separated from India, lead-smelting would 
naturally cease to be scheduled as one of Indian industries after 
the separation. However, some idea of the magnitude and 
consequences of the deficiency in the production of non-ferrous 
metals may be had from the fact that during the pre-depression 
period the total imports of these metals averaged nearly Rs. 7 
crores in value.=== This total is rather likely to increase when 
the various engineering industries are established in^ India. 
Aluminium is probably the only non-ferrous metals which can 


In 1033-34 imports under this head amounted to nearly Rs. 4 crores 
in value but oiviiw to the prevailing trade depression this Egure cannot 
be accepted as indicating the normal requirements of, the country. 
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be manufactured in India provided very cheap hydro-electric 
power is available. But notunthstanding the poverty of the 
country in the matter of- non-ferrous metals as a whole the 
Government has done absolutely nothing to establish this 
''Industry ; and without state assistance this highty technical 
and costly industry can never be established in a country like 
India. 

5. Heavy Chemicals. There is no manufacturing 
industry in which chemicals are not used at one stage or 
another. But in spite of the fact that a very large number of 
industries have been established in India, the country is still 
completely dependent on foreign countries for the supply of 
heavy chemicals except in the matter of sulphuric acid which, 
on account of the nature of this chemical, cannot be imported 
from abroad at a cheaii rate, and which is being manufactured 
in a large number of small factories at various places in India. 
The fact that in spite of the trade depression the value of 
chemicals imported into India averages well above Rs. 2^ 
^ores, is suggestive and gives us some idea of the economic 
/ consequences of this deficiency. But the effects of this deficiency 
cannot be measured in money : they spread far and wide into 
every field of industrial activity. The markets of the world being 
divided by contracts and tacit understanding among a few 
powerful combines, competition is very much restricted in the 
case of heavy chemicals, so that the prices charged from Indian 
industrial establishments are more or less in the nature of 
monopoly prices which, in tlie absence of substitutes, pile up 
the cost of production and so damage their abilit3’’ to face 
foreign competition. Again, they are entirely at the mercy of 
foreigners for the supply of chemicals, which are liable to be 
j£ut off in times of war. These 'facts give us an idea of the 
urgency of establishing the heavy chemical industry in India. 

India on the whole is as well, or as badly, situated as any 
other country in the matter of facilities for the development .of 
this industry. Coal, salt or brine, and various metalliferous 
minerals which are the chief raw materials (apart from sulphur) 
of this industry are obtainable in abundance. Again, the cost 
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of electricity for electro-chemical products is likely to be lower 
in India than in most of the countries in the world. Sulphur 
for the manufacture of sulphuric acid is not available (except in 
tlie form of gypsum in the Punjab), but then even the leading; 
industrial countries like Britain and .Germany suffer from tlii^ 
deficiency. There is no doubt whatever that the hea\^ chemical 
industry can be established on sound lines in India — provided 
technical knowledge and enterprise are forthcoming. 

The necessarj’- technical knowledge and enterprise are now 
going to be furnished by the Imperial Chemical Industries, Ltd. 
which is a British concern and which is the strongest chemical 
combine in the world. The Government of India have handed 
over to this combine on lease for a long term of years tlie 
Dundot area in the Punjab where salt, gypsum, limestone and 
coal are found in large quantities, and where, moreover, cheap 
electric power will be available from the Mandr hydro-electr-ic 
mains. The handing over of this are'a to the strongest chemical 
combine in the world means that the manufacture of sulphuric 
acid (from gypsum), sodium carbonate, caustic soda, bleaching 
porvders, chlorine, commercial hydrogen and other chemicals N 
will fall into the hands of foreigners who are so well-equipped 
and strong that no Indian concern -will ever have a chance of 
competing wdth them. So although hea-\^ chemical industry is 
going to be started in India, the country rvill be as much under 
the heal of the foreigner as she .ever ,was. Only her natural 
resources are going to be exploited and finished up in addition 
b}^ the foreigner. 

6. Engineering industries. Although the iron and steel 
industry has now been established on sound lines, there is no 
engineering industry’- of any kind worth reckoning in India. 
The so-called engineering establishments which have sprung up 
in Calcutta, Bombay, Cawnpore, Ahmedabad and other indus- 
trial centres are engaged in repair work only and as a rule do not 
manufacture any kind of machine units for the general market. 
Some European-managed concerns pretend to be manufacturing- 
engineers, but as they are engaged in the manufacture of 
various kinds of rough units only, and that too on a very small 
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and negligible scale, their activities do not entitle tliem to be 
described as manufacturing-engineers. The result of this 
-deficiency is that on an average nearly Rs. 16 crores worth of 
.machinery and mill work are being annually imported into 
hindia. 

This dependence on foreign countries has another important 
consequence. The machinery imported into India is subject to 
transportation, insurance and other changes which on an 
average amount to nearly 20 per cent, of its value. It means 
that Indian manufacturing concerns have to start operations 
with a handicap of 20 per cent, on fixed capital charges, and 
have to provide for 20 per cent more in depreciation charges 
than the foreign countries. This is a handicap which cannot be 
lightly dismissed and which is to no mean extent responsible 
for the inability of Indian concerns to compete with their 
foreign rivals. If industries in India are ever to be established 
on a sound basis, it would be necessary to remove this handicap 
first. And it should not be at all difficult to establish this basic 
Amdustry for ordinary carbon steel is already being manufac- 
, /hired in India, high speed steels can easilj^ be manufactured 
(provided there is adequate demand for them), the cost of 
labour in the long run is likely to be much lower than in 
Europe and America, and there is already a very extensive and 
well-developed market for machinery within the country. 

The establishment of other engineering industries will also 
be subject to the same rule. The imports of motor cars and cyles 
during the years 1926-27 to 1929-30 (the last four pre-depression 
years) averaged nearly 7 crores a year in value, while those of 
railway plant and rolling stock on both Government and private 
account averaged (up to 1927-2S, after which they were dis- 
continued on account of trade depression) nearbr Rs. 8 crores a 
>^ar. There is no doubt that a very substantial part of this 
demand can be met from India’s own resources if steps are 
taken to establish these industries. 

7. Vegetable oils. Vegetable oils are extensively employed 
in the manufacture of soaps, paints, varnishes and leather, and 
to a certain extent as lubricants. Oilcake, which is a by- 
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product of the vegetable oil' industry, is extensively used as 
cattle food and as a manure. It is however, on account of the 
employment of various vegetable oils in manufacturing opera- 
tions that this industry is regarded as belonging to the' basic^ 
order. 

There are numerous up-to-date oils mills in India which 
are meeting all the requirements of soap, leather and paint and 
varuish industries, and as India is the largest producer as well 
as exporter of almost all important varieties of oilseeds in the 
world, it would always be possible to meet all the requirements 
of various dependent industries in the country from indigenous • 
sources. But the development of the vegetable oil industry has 
always to be studied from the point of view of meeting the 
requirements of foreign markets. At the present time more 
than a million tons of oilseeds are being exported from India 
annually, and it has often been suggested that these seeds 
should be ex^iorted in the form of oil and oilcake. Clearly this 
arrangement would not be practicable owing to the fact that 
the transportation charges for oil are much higher than for^ 
seeds. Besides, in almost every country while oil-seeds cairt 
be imported free of duty, vegetable oils are subject to heavy 
import duties. Export duties on oilseeds are sometimes 
suggested to enable India to convert all the oilseeds 
into oil for foreign markets ; but as India has by no means a 
monopoly of the production of oilseeds, these duties will 
ultimately fall upon the Indian cultivator, wdiile import duties 
on oil will always be present in foreign countries to prevent 
the importation of oil and therefore the development of vegetable 
oil industry in India. The industry on tlie othei hand may be 
developed if all the oil cake produced can be consumed in the 
country ; but seeing that even now on an average nearly 306,000^ 
tons of oilcake are being annually exported fiom India, the 
development of the. industry through an increase in the demand 
for oilcake in India is a very remote possibility under present 
conditions. 

8. Leather tanning. The leather tanning industry is 
scheduled as belonging to the basic order on account of the 
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fact that leather in one form or another is used in varying 
quantities in almost every manufacturing industry. Apart from 
the manufacture of shoes and other articles, which are not used 
for industrial pui-poses, we have to take into account transmis- 
sion belting which is used in ever}’- factory, roller skins and 
leather bands for textile mills, and sheep skins for rice mills. 

Roughly, three varieties of leather are being produced in 
India. Firstly, there is the product of village and town tan- 
yards, where crude indigenous methods are employed. This 
branch of the industry has been discussed in some detail in 
connection with cottage industries. Secondly, there is tlie semi- , 
finished product of the tanneries in the Madras and Bombay 
Presidencies where improved methods of tanning are employed. 
The products of these tanneries are exported almost entirely 
to Europe and America where they are turned into finished 
leather. On an average nearly 20,000 tons of this half-finished 
leather valued at nearly Rs. 8 crores are annually exported. 
Thirdly, there is the finished product of highly-equipped 
modem tanneries which have been established at Cawnpore, 
^ilcutta, Bombay, Madras, Bangalore, Agra and other places. 
This leather is manufactured almost entirely for the Indian 
market, and is used in the production of shoes and other 
non-industrial articles. The quality of the products of these 
tanneries varies ; but on the whole it may be said that even 
their best products compare unfavourably with the medium- 
grade products of European and American tanneries. This 
inferiority is due to a number of causes. In the first place the ' 
technique is comparatively poor, and as far as our information 
goes, the manufacturers do not improve their technique as there 
is little demand for high-grade leather in India. And secondly 
as Indian hides are generally obtained not from slaughtered 
^,f|iimals but from the cattle that die a natural death after a 
toilsome life, they compare extremely unfavourably with foreign 
hides so that it is more difficult and expensive to turn them into 
really good leather. However, in spite of all these weaknesses- 
in the organization of the leather tanning industry we find that- 
the country is more or less self-sufficient in the matter .of 

18 
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leather. Imports of leather and shoes average nearly Rs. 50 
lakhs and Rs. 60 lakhs respectively in valne, which will continue 
so long as we have in our midst foreigners and Indians who 
would always buy foreign-manufactured foot-wear regardless of 
the quality of Indian products. , 

But strangely enough India is far from self-sufficient in tlffi’. 
matter of industrial leathers. While no data regarding the 
imports of roller skins, picker bands, and sheep skins are avail- 
able, the imports of transmission belting average Rs. 85 lakhs 
in value, and the total imports under all these heads must be, 
considei'ing the extensive requirements of Indian mills, exceed- 
ing Rs. i^ crores in value. During the war, when the supplies 
of these leathers were no longer available from foreign countries, 
their manufacture was undertaken in India, but with the restora- 
tion of normal conditions after the war these industries gradually 
languished, and now only small quantities of low grade leather 
belting are being manufactured. The backwardness of these 
branches of the industry is due to the fact tliat Indian raw 
hides and sheep skins are not so suitable as foreign products, 
and that the manufacture of leather belting is a highly technicel 
and difficult art which becomes all the more difficult when the 
manufacturer’s choice is restricted to low-grade materials. 
Research work would undoubtedly solve all these difficulties, 
but little is being done in this direction by the Government and 
private institutions. 

We have now to see how far it is possible to extend the 
activities of modern tanneries. The object of these development 
may be twofold : to displace the crude products of indigenous 
.tanyards and to enable India to export finished leather instead 
of raw hides and skins. As regards the first object although 
the product of village tanneries is crude and less durable, and 
consequently wasteful of national resources (on an averagle 
nearly half the hides and skins could be saved if they were 
used after being proiierly tanned by modern methods) it is iiot 
possible to displace the local tanner so long as the purchasing 
power of the masses is not substantially improved. As regards 
exporting finished leather instead of raw hide and skins 
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(which average nearly 55,000 tons a year valued at nearly 
E.S. 8 crores)', it may be said that, as in the case of oils and oil- 
seeds, while raw hides and skins are allowed to enter the 
various European countries and the United States free of duty, 
the imports of finished leather are subject to import duties. 
' liesldes, the Western countries demand high quality 
leather, which Indian tanneries may find rather difficult to 
produce. Btit there is nothing to prevent India from marketing 
all her raw hides and skins in the form of half-finished leather. 
By these means at least a part of the manufacturers’ profits and 
wages of labour would be retained in the countr5^ That is the 
least, and also probably the most, which can be done in the 
direction of developing the leather tanning industry in India 
with a view to meeting the requirements of foreign markets. 

A review of the present position and prospects of 
basic industries. From what we have said in connection with 
various basic industries in the preceding pages a good idea can 
be formed of the^ disparity between actual achievements and 
prospects in this field of industrial activity. Although the con- 
dil^ons for the development of every important basic industry 
in India are extremely favourable, the country is, except in the 
matter of coal and vegetable oils, dependent to varying extent 
upon foreign countries for the supply of basic manufactures. 
The engineering and chemical industries are still unknown ; 
the manufacture of even those non-ferrous metals whose ores are 
found in India has not 5’'et been taken in hand ; the production 
of industrial leathers has not yet been seriously started ; the 
local output of steel can meet less than half the normal require- 
ments of the country . And tlie consequences of this great 
deficiency are that not only has the Indian manufacturer to 
pay on an average nearly 20 per cent, more for these imported 
products than his foreign rival, but in times of war his supplies 
are actually cut off. However, the ultimate result of these 
deficiencies is that apart from the uncertainties of supplies, 
Indian manufacturing industries are not in a position to compete 
with their foreign rivals as effectively as they would otherwise 
be able to do. 
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The apathy of the Government towards the develop- 
ment of industries in general and the absence of a plan for 
the attainment of that goal are the prime causes of this 
deficiency. Obviously enough, owing to their indispensability, 
the development of basic industries will occupy the first place 
in the plan of industrial development whenever the development 
of manufacturing industries is seriously contemplated in India ; 
for so long as the basic industries are not established on sound 
lines the development of industries in general will be like build- 
ing a superstructure without any foundations whatever. 
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>1 ORGANIZED INDUSTRIES (Continued). 

Non-Basic Industries. 

1. The Cotton-mill Industry, We have seen how the 
more highly developed sections of the cotton spinning and 
weaving industry in India were destroyed b5'' foreign competi- 
tion and by the unfriendly policy of our new rulers. India 
had been the cradle and home of the cotton industry, and it, 
had enjoyed that position owing to certain advantages ; and 
those advantages were still there to enable her to re-capture 
her lost pre-eminence. India was the largest producer of raw 
cotton in the world ; the demand for cotton textiles within the 
country was enormous ; there was plenty of cheap labour 
available ; and all these advantages no other country in the 
v'^rld enjoyed to the same extent. The development of the 
Uidustry on modern lines was thus only a question of time. 

The great possibilities of the industry in India were 
realized by English adventurers, as we find that the first 
cotton mill was started in i8i8 in Calcutta by Englishmen 
with English capital. The venture failed, and it fell to the 
lot of Indians themselves to demonstrate the possibilities of the 
industry. In 1S65 the first Indian mill was started by a Parsi 
gentleman in Bombay. The success of this attempt was assured 
from the very start owing to the fact that Bombay was a 
great raw cotton market, that the climate of Bombay was more 
suitable for the manufacture of yarn, and that the island of 
Bombay could more easily command internal as well as foreign 
markets. The success of the pioneer concern paved the way 
for the establishment of more mills which followed in rapid 
succession. The Government viewed these developments with 
indifference, in fact with actual hostility during the later stages 
-(about which more will be said presently), but in spite of this 
attitude of the Government the progress of the cotton mill 
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industry was rapid and more or less uninterrupted. In 
1931-32, the latest year for w-hich statistics are available, there 
were 331 mills in India employing on an average nearly 4 lakhs 
of hands. Of these there were 183 mills in the Bombay Pre|],- 
denc}’- (including 3 in Bombay States), and the rest iri other 
parts of the country. Production during that year amounted 
to 966,406,632 lbs. of yam, 2,989,891,101 yards or 672,256,961 
lbs. of cloth, and 1,454,003 dozens of hosiery pieces. 

During the earl}'’ stages and up to the beginning of 
the present century Indian mills confined their attention 
to the production of coarser yarn and cloth. But as a result 
of the Swadeshi movement, which started for the first time 
during the early years of the present century, the production 
of finer yarn and cloth was taken up ; but even now 
while more than 60 per 'cent, of the yarn produced in the 
country is of i — 20 counts, only about 2 per cent, 
is accounted for b}'’ counts above 40 and about 8 per cent, by 
31 — 40 counts. Although the movement towards the manufac- 
ture of finer yam started after 1905, the greater part of the pr(> 
gress in this field was made after 1922-23 as a result of the 
stimulus given by political awakening in the country. This 
is amply proved by the fact that in 1922-23, when the produc- 
tion of yarn amounted to 705,894-000 lbs., only 0.35 per cent, 
of the total production belonged to counts above 40, and about 
2.25 per cent, to 31-40 counts. 

Why progress in this field has been so slow and why even 
now Indian mills are confining their attention mainly to lower 
counts is due to a number of causes. In the first place there 
was the bugbear of Dancashire competition which had a para- 
lysing effect on Indian mill-owners. The fear of that competi- 
tion is still there — only the appearance of Japan during receiit 
years has made it less fearsome. Why the Indian mill-owners 
cannot face this foreign competition brings us to other causes. 
In the first place Indian labour, unused as it is to handling 
finer materials, is not so efficient in the higher branches of the 
industry as the Lancashire and Japanese labour. Being 
-primarily an agriculturist, the Indian labourer does not (and 
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cannot without completely severing its connection with agri- 
culture) develop that delicacy of touch which is essential in 
the handling of finer yarns. For this state of affairs the manu- 
facturer is himself to blame : he has done nothing to improve 
the moral and material condition of his workmen, with the 
result that they regard their connection mth the industry as 
a necessary evil, and always avail tliemselves of ever}'^ possible 
opportunity of taking themselves awa}’’ from the scene of their 
ph3'^sical and moral degradation. However, we propose to dis- 
cuss this matter in greater detail in the chapter on labour. 
The inadequacy of the supplies of American long-stapled cotton 
(which is used in the manufacture of finer jmrns) from indi- 
genous sources has also been to a certain extent responsible 
for arresting the growth of the higher branches of the industry. 
Until comparatively recently long-stapled American cotton was 
not produced in India, and even now production in the country 
is so small as to necessitate the import of nearlj’^ 70,000 tons 
of long-stapled American and Egyptian cotton annually. It 
n'^ist be admitted that this handicap is more imaginary than 
real, seeing that both Lancashire and Japan are entirely 
dependent on foreign countries (including India) for tlie sup- 
plies of raw cotton of all descriptions ; but as the Indian manu- 
facturer has never lost an opportunity of referring to this 
disability in his appeals for sympathy, we must not lose sight 
of its psychological effects. In any case, this handicap is not 
likely to last for long, as the Sukkur Barrage Scheme has 
alread3’- been completed and, Sind being one of the most suit- 
able areas for the cultivation of American cotton, with a little 
organization and effort all possible requirements of Indian mills 
should be met from the country’s own resources at no distant 
d..^te. The excise duty on yarn of finer counts produced in 
India, which was not finally removed till 1926, also played an 
important part in arresting the growth of the manufacture of 
yarn of finer counts. 

But in spite of all these various handicaps and disabilities 
the cotton mill industry occupies the foremost place among 
the manufacturing industries of India, and from the point of 
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view of national economy is second only to agriculture in 
importance. This position the industry has attained in siiite 
of the unfriendly attitude of the Government towards it. During 
the earl}'’ nineties of the last century the Government was 
in need of funds to meet its soaring expenditure, and thk 
cotton-mill industry was the victim of those financial exigencies. 
The Tariff Act of 1894 imposed a duty of 5 per cent, on all 
imported cotton yarns and fabrics, but in order to offset the 
protective effects of these customs duties a countervailing 
excise duty of 5 per cent, was imposed on all yarns above 20’s 
produced in India. Naturally as a result of these excise 
duties the Indian manufacturers found it more profitable to 
confine their attention as far as possible to the manufacture 
of yarns up to 20’s which were duty-free. The fact that’ up 
to the present day nearly 60 per cent, of yarn produced in India 
belongs to this class seems to be in part a legacy of these 
excise duties. However, to continue the narrative, in 1896 
the Government under pressure from Dancashire removed the, 
duty on yarn and reduced the duty on imported and Indish, 
cotton fabrics to per cent. During the war the import 
duty was increased to per cent., and in 1921 it was again 
increased to ii per cent, the, excise duty remaining unaltered 
per cent. The excise duty was finally abolished in 1926. 

From the beginning of its career the cotton-mill industry 
had been to a considerable extent dependent upon the Chinese 
and other markets, so that a bulk of the yarn produced in 
India was exported. But during the war the industr}'- lost all its 
foreign markets. This loss was partly due to the competition 
of Japan (where the industry has made rapid progress during 
this period) in Eastern markets and partly to the’ increase '^n 
the domestic demand owing to the decrease in imports from 
Dancashire. But new markets for both piecegoods and jmrn 
have since been developed in Mesopotamia, Palestine, Arabia, 
East Africa and other countries, and in 1931-32 neai'ly 105 
million yards of cloth valued at Rs. 354 lakhs and 22 million 
pounds of yarn valued at Rs. 128 lakhs were exported to these 
countries. ' ... 
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But in spite of the loss of foreign markets the industry 
experienced unprecedented prosperity between 1917 and 1922, 
and dividends during certain years in the case of some 
^ills amounted to as much as over So per cent. But after 
^922 started a slow and steady decline, and by 1926 the 
industr}’’, at any rate in Bombay, found itself in a hopelessly 
depressed condition. T^his depression led to a demand for 
reduction in wages, which led to a series of strikes. It was 
in these circumstances that the Tariff Board inquiry of 1926 
took place. 

The Board found that there was some degree of unfair 
competition from Japan with its longer hours of work and 
employment of female labour to more tlian legitimate extent. 
The remedy suggested by the Tariff Board was that the mills 
sliould undertake the production of greater varieties of cloth, 
and in order to enable Indian mills to compete with Japan 
and other countries they recommended that a bounty should 
-^e given for the spinning of higher counts. But nothing came 
^iit of these proposals. The position of the industry became 
from bad to worse with the passage of time— till in 1931 the 
import duty on cotton piecegoods was increased from ii per 
cent, to 20 per cent, with a 5 per cent, rebate on those 
Lancashire goods which did not compete with Indian products. 
The supplementary budget of September 1931 imposed a 
surcharge of 25 per cent, on all cotton piecegoods imported 
•into India. The object of increase in import duty from ii to 
20 per cent, was, as explained by the Commerce Member on 
that occasion in the Assembly “not the development of the 
industry but its preservation,”* or the provision of a shelter 
/behind which the industry cbuld reorganize itself. The 
''Commerce Member also made it clear that the Government did 
not expect the mills to extend their activities into new fields 
such as the production of finer yarn or the weaving of superior 
quality goods. 


See Indian Finance "Year Book 1933, p. 219. 
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But hopelessly mismanaged as the industry in Bombay 
was (and it is the Bombay mills that were crjdng for protection 
and not the up-country mills), it is doubtful if this small 
increase in duties could have brought any relief. But luckily 
for the mills in Bombay, the Civil disobedience movement of 
those years covered the gap to a very large extent. As a result 
of this movement not only were the mills in Bombaj’’ able to 
keep their heads above water, but at Ahmedabad and further 
north actually a number of new mills were set up. As a result 
of these developments the production of yarn and cloth in India 
has, as we have seen, steadily increased in spite of the great 
depression. This progress has been made principally at the 
expense of imports from Lancashire ; but these gains had to 
be shared with Japan whose piecegoods exports to India have 
increased enormously during recent years. In 1928-29 imports 
of piecegoods into India amounted to 1936 million yards valued 
at nearly Rs. 57 crores, while in 1931-32 these imports had 
come down to 775 milHon yards and were valued at only abqut 
16 crores. The Japanese competition has become more ahchs^ 
more formidable with the downward movement of the Japanese 
currenc3^ It hit the mills in Bombay, which are the least 
efficient in India, more severely than the mills in other parts 
of the country, and the appeals of Bombay to the Tariff Board 
have been based on the depreciation of the yen, and when, 
therefore, the yen depreciated further in 1932, the mills in 
Bombay cried louder for assistance. As a result the Tariff 
Board was again commissioned in that year to make inquiries, 
and as a result of its recommendations on August 30, 1932 
a Resolution of the Government of India was published in- 
creasing the ad valorem duty on cotton piece-goods, of non-, 
British origin, to 50 per cent., subject to a minimum specific' 
duty of sK annas per lb. on plain grey piece-goods. But 
at the time these enhanced duties were imposed, the Tariff 
Board’s data on which these new duties were based had already 
become obsolete owing to further depreciation of the yen. So 
naturally the Bombay industry cried for more help. From 
April I, 1933, the import duty on piece-goods of non-British 



ORGANIZED industries 


283 


origin was increased from 50 to 75 per cent, with a minimum 
of 654 annas per lb. on plain grey piece-goods. 

^ Indo-Japanese and Indo-BritishTexUle Agreements. The 

. immediate result of this increase in duties was that, as a re- 

"taliatory .measure, the Japanese cotton-mill owners threatened 
to boycott Indian raw cotton. The upshot of these eve opmen s 
was the conclusion of the Indo-Japanese textile agreement 
According to this agreement the customs duties to be imposed 
.by India on Japanese piece-goods were not to exceed 5° Pci 
cent, ad valorem or 5 annas per pound on plain greys, while 
on other sorts it was to be 50 per cent, ad valorem. The 
agreement limited the export of Japanese piece-goods to India 
in relation to the quantity of Indian raw cotton taken by Japan 
in any single year. An elaborate schedule was drawn up 
whereby the basic quota of piece-goods to be imported from 
Japan into India was fixed at 325.000,000 yards per annum, 
.while in return for this concession the Japanese agreed to take 
1,000,000 bales of cotton from India. The schedule provided for 
increase or decrease in the imports of piece-goods into India 
•in accordance with variations in the quantity of raw cotton 
taken by Japan from India, provided that imports into Indm 
should in no year exceed 400,000,000 yards. The basic 
principle underlying this agreement was the allotment of a fixed 
portion of Indian market to Japan while ensuring an outlet for 
Indian cotton. It is obvious that although the customs duty 
has been reduced, imports from Japan cannot do any serious 
harm to Indian mills. The agreement may be said to be satis- 
factory to all parties concerned in India, viz., the Indian manu- 
facturer, cultivator and consumer. 

The Indo-British textile agreement, on the other hand, is 
ifar from favourable to India. This agreement was the sequel 
h) the conferences between the representatives of Bombay and 
British cotton textile industries wfiich opened in Bombay in 
September, 1933- It was based on the assumption that the^ 
cotton textile industry in India is entitled to protection against 
imports from the United Kingdom and that the industry required 
heavier protection against imports from other foreign countries 
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(meaning thereby Japan) than against the United Kingdom. 
vSo far as cotton piece-goods are concerned, the agreement 
provided that when the revenue position of the country rendered 
it possible for the Government of India to remove the general 
surcharge on all imports, the Indian cotton-mill interests would'*'^ 
not urge the Government to impose fresh duties on cotton 
piece-goods imported from the United Kingdom. As regards 
cotton yarn, it was agreed that, so far as imports from » the 
United Kingdom are concerned, the duty may be 50 per cent. 
ad valorem with a minimum specific duty of 14 K annas per 
pound. Furthermore, the duties on artificial silk piece- 
goods were to be 30 per cent, ad valorem or 2/4 annas 
per square yard on fabrics without cotton mixture and 30 per 
cent, or 2 annas per square 3mrd on fabrics with cotton 
mixture. In return for these concessions the British side agreed 
to extend marketing facilities to Indian textile manufacturers 
in foreign markets on the same lines as enjoyed by British 
manufacturers, and Lancashire undertook to encourage the use 
of Indian cotton in its mills. The value of these concessiohs/ 
may be gauged from the fact that Indian industry which is ' 
unable to compete against Lancashire in India itself without 
heavy protective duties would never be able to avail itself of 
the opportunities offered by shrewd Lancashire magnates in 
outside markets, while in regard to the purchase of Indian raw 
cotton Britain, unlike Japan, has only undertaken to popularize 
its use and not to purchase any definite quantity. This one- 
sided agreement was obviously inspired by the anxiety of the 
Bombay mill-owners, or their representatives, to enlist the 
sympathies of Lancashire and the Government in their crusade 
against Japan whose competition they had found too formidabl65^ 

to face by ordinary means. , t 

That the industry in Bombay has had its day is perfectly 
obvious. In its early da3'’s the island was certainly more suited 
ior the cotton industry than any of the inland centres on 
account of its high atmospheric humidity, but now when 
methods of introducing and controlling humidity by scientific 
’ processes have been perfected, Bombay has lost this advantage. 
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On the other hand the island of Bombay has some definite 
disadvantages as a centre of the cotton mill industry. Firstly, 
being very congested, the cost of land is much higher in Bombay 
than at any of the inland centres. Secondly, local rates and 
^taxes in Bombay are much higher than at smaller places. 
"'Thirdly, it is too far removed from the various inland trade 
centres. Fourthly, the cost of living is too high n^hich 
necessitates higher wages ; and lastly, the cost of power, water 
and raw cotton on the whole is on the higher side in Bombay. 
All these adverse factors pile up the cost of production, so that 
the products of Bombay mills are no longer able to hold their 
own in competition with the products of up country mills. On 
the other hand Bombay being one of the major ports of India, 
its mills are more suitably situated in connection with foreign 
markets ; but seeing that the export trade in cloth and yarn has 
dwindled down to insignificant proportions, this advantage can- 
not justify the concentration of nearly two-fifths of the country’s 
mills" on the island. 


, But in spite of all these handicaps the mill-owners of 
^Bombay have done nothing to improve their condition beyond 
clamouring for protective tariffs and more tariffs. The adoption 
of a more enlig'htened and honest policy in the matter of prompt 
'wage-payment, establishment of co-operative stores and the 
provision of housing would have done much towards justifying 
a reduction in wages, wliich is a very important factor in the 
cost of production. But as it is, not only have they done 
nothing to remove any of these natural handicaps, but they have 
not done anything even to improve their organization which 
was the chief object of granting protection. The recapture 
of any substantial portion of the internal market seems to 
j 'us to be out of the question, but there is no reason why after 
'"Arejuvinating itself by means of re-organization the industry 
should not once again flourish by catering for the Near-Eastern, 
Middle-Eastern and East African markets in spite of keen 
Japanese competition. 

That the cotton-mill industry in India as a whole has still 


got plenty of scope for expansion is shown by the fact that 
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now in spite of an unprecedented - trade depression and 
hea\-y import duties nearly Rs; 20 crores worth of cotton piece- 
goods and yarn are being annually imported into the country. 

In fact seeing that there is a glut of labour in the country and 
that all the required quantities of various kinds of raw.^^ 
materials can be produced in India, these imports of one of 
the prime necessities of life can have no justification whatever. 

2. The Woollen Industry. The shawls of Kashmere were, 
like Dacca muslins, prized all over the world, but curiously 
enough these shawls were made of imported and not indigenous 
wool. The dependence of India on other countries for the 
supplies of high-grade wool continues up to the present day : 
in fact Indian sheep yield a sort of hair and not wool. But in 
spite of this deficiency quite a number of woollen mills have 
been set up all over India, the most important centres being 
Cawnpore, Dhariwal (Punjab) Bangalore and Bombay. In 1931 
there Avere iS mills in India, emplo3dng on an average 6386 
hands daily. Almost all varieties of woollen fabrics are being 
manufactured by these mills, though it must be conceded that 
a majority of them are engaged in the manufacture of cheaper 
goods for the poorer classes. The pioneers in this field also 
have been Englishmen, and even now the European managed 
mills are the best and most up-to-date in the country. Of late, 
cheap Japanese woollen manufactures have made serious inroads 
into the Indian market and ousted the products of Indian mills. 
As a result a Tariff Board enquiry is proceeding at the moment 
Avith a Anew to examining the claims of the industry to 
protection. 

Some idea of the immediate possibilities of the Avoollen 
industry may be obtained from the fact that during the last 
four normal years preceding the present trade depression thcA 
imports* of Avoollen manufactures averaged nearly Rs. 4 %}' 
crores a 5 ’’ear in A^alue and in I933"34 amounted to nearE'’ 
Rs. 2^4 crores. As in the case of foreign foot-wear, perhaps 
a greater part of these imports, meant as they are for Europeans 
resident in- India and rich Indians, Avill continue in spite of 
all developments in the industry, but still quite a substantial 
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part of the demand for high-grade woollen goods can be met 
from indigenous sources if the industry is properly developed. 
Indians dependence on foreign countries for the supplies 
of finer wool should not stand in the wa}^ of the development 
-of the industr}^, for India’s rivals (including Britain, Germany, 
if ranee, Ital}^ and Japan) are themselves to a very large extent 
dependent on Australia for the vSupplies of high-grade wool. 
Unfortunately, seeing that herds are small and herdsmen 
illiterate and ignorant, it does not appear to be a practical 
proposition to improve Indian sheep by cross breeding for a 
long time to come without intensive effort and up-to-date 
organization. 

3* The Silk Industry. The development of the silk 
industr3^ on modern lines began during the present century, 
and in 1931 there were 18 mills in India. Of these there were 2 
in Madras, 5 in Bombay, 2 in Bengal, 7 in Mysore and 2 in 
Kashmir. But in spite of these imposing numbers the imports 
of silk manufactures, before the present trade depression set 
in, averaged nearly Rs. 3^^ crores a year in value. This is 
f^irtly due to the fact that certain varieties of silk fabrics are 
wot manufactured in India at all, and partly to the supposed 
or real inferiority of certain varieties of Indian manufactures. 
However, the silk industry of India is represented not by large 
factories but by the handicraftsmen of Murshidabad, Benares, 
Surat, Bhagalpur, Amritsar, Mhow and other centres which are 
responsible for meeting a greater part of the requirements of 
the countr}^ But being luxury articles and the demand for 
certain varieties of fabrics being limited, it would not be 
possible to make India entirely self-sufficient in the matter of 
silk products for a long time to come. On the other hand a 
ver}^ substantial iiart of the 3j^ crores worth of silk products 
Deported into India is competing against the goods manufac- 
tured in India, so that with proper organization this part of 
the demand can and ought to be met from within. That the 
industry at the present time is not very happil}^ situated in 
the matter of raw material supplies is shown by the fact that 
during the last 4 normal years preceding the present trade 
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depression the imports of raw silk averaged nearly 'Rs. crores 
in value. As the raw silks of every country and locality vary in 
quality, it would not perhaps be possible to eliminate altogether 
the imports of raw silk ; but as most of these imports consist 
of ordinary silks which can be cultivated in one part of India 
or another, a very substantial part of these imports can ■lie'’ 
eliminated with proper organization. Apart from the desira- 
bility of developing the natural resources of tlie country the 
requirements of the hard-pressed rural population demand the 
adoption of this course. 

4, The Jute-mill Industry, kong before the spinning and 
weaving of jute by machinery was started at Dundee during 
the thirties of the last century, these processes were performed 
by hand in Bengal. It was only after the industry had been 
fairly wellestablished at Dundee that the first spinning mill 
was started in 1855 near Serampur by an Englishman, which 
was followed two years later by the erection of a weaving 
factory at Baranagore. These ventures proved to be profitable, 
and other spinning and weaving mills were set up in quick 
succession. As a result of this development production out^' 
stripped demand, and profits in some cases went down to the 
vanishing point. It was in these circumstances that no new 
mills were set up during the ten years ending 1895. From that 
year onward there was again a steady expansion, and in 1914 
there were 73 mills in the country. The jute-mill industry had 
been, till after the war, more or less completely neglected by 
Indians, so that it remained, and up to the present day remains, 
preponderatingly under European control. 

During the war this industry, in common with other 
manufacturing industries, enjoyed exceptional ’prosperity on 
account of an insatiable demand for gunnybags and jute cloth 
for war purposes. Profits ranging betiA^een 50 and 150 per cen*?; 
per annum on the invested capital were realized, with the result 
that Indian investors now began to invest in jute mill shares. 
Thus by the end of the war more than half the jute mill shares 
were acquired by Indians. But as Indians have never had 
anything to do with the jute mill industry, its control remained 
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in European hands. After the war, encouraged by high profits 
during the post-war trade boom, new mills began to be set up 
again, and in 1931-32, the latest year for which ofiicial figures 
are available, there were 103 mills employing on an average 
1^5, 810 hands daily. Most of the mills which have been set 
up since the war are purely Indian concerns. 

Some idea of the condition of tlie industry during the 
present trade depression may be had from the fact that in 
1929-30 on an average 343,257 persons were employed daily in 
this industry as against 276,810 persons in 1931-32, and 
statistics issued by private agencies show that the number has 
gone down to the 200,000 mark during the past three years. 
A still more convincing test of the plight of the industry is 
provided by the fact that whereas in 1929-30 the mills in India 
consumed 6,424,000 bales of raw jute, in 1931-32 onl)'' 4,269,000 
bales were consumed. These figures show that the mills have 
been working considerably below their maxunum capacity. 
Even more significant are the figures relating to the exports 
oiVjute manufactures. In 1929-30 more than 522 million bags 
aiid nearly 1,651 million yards of jute cloth of the total value 
of Rs. 51,92,68,000 were exported from India, while in 1931-32 
nearly 3S8 million bags and 1,021 million yards of cloth valued 
at Rs. 21,92,43,000 were exported. These figures show that 
while file quantity of bags and cloth together has declined by 
nearh^ 33 per cent, (on tlie assumption that yards of cloth 
is required in the manufacture of each bag) tlieir value has 
declined by ncarE’’ 60 per cent. The profits in these circum- 
stances must have been cut to the bone. 

The figures relating to the exports of raw jute give us an 
excellent idea of the possibilities of the further expansion of 
th?|^“. jute-mill industry. In 1929-30 the exjiorts of raw jute 
amounted to 806,884 tons, while in 1931-32 they amounted to 
586,618 tons. It means that the quantities exported are not far 
short of the quantities consumed by Indian mills. The 
conclusion is obvious : in normal circumstances it should be 
possible to double the productive capacity of Indian mills. But 
almost all the great consumers of jute, such as France, Germans’-,. 

19 
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Ital}' and the United States, impose- import duty on jute manu- 
factures while raw jute is not subject to such duties. But seeing 
that India has a monopoly ^in the matter of jute production 
and that no effective substitute for jute is so far available, it 
may be possible to encourage the development of the jui!t?> 
industry by subjecting the exports of raw jute to an export- 
duty. But then there are' the interests of Dundee to be 
considered, so that such duties would never be countenanced 
by our rulers. . Anyway, the possibilities- of further expansion 
are there all the time, and would no doubt be utilized whenever 
India embarks upon the idea of industrial development. 

5. Paper Manufacture. The manufacture of paper by 
hand flourished in many parts of India right up to about the 
middle of the last century, and even up to this daj’’ the industry 
is not completely dead. It was in 1S70 that the first paper 
mill was set up near Calcutta. In 1882 the famous Titaghur 
Paper Mills were established. The success of this concern, 
though by no means glaring, paved the way for the establish- 
ment of mills at Lucknow, Poona, Bombay, Ranigunj and 
the Travancore State. Before the war these mills were far fro?// 
prosperous on account of foreign competition, but during the 
war when the supplies of paper from foreign countries were not 
available in adequate quantities, they had ample opportunities 
of strengthening their position. The difficulties of the industry 
before the war were due mainly to the inadequacy of the local 
supplies of wood pulp on account of the absence of dense forest 
areas in those parts of the country where the mills were 
situated. Even now this deficiency has not been completely made 
Aip, seeing that large quantities of wood pulp are being . , 
imported, for which, however, no reliable and accurate data 
are available. In 1931 there were 9 paper mills in operationAn 
India employing on an average 6,345 persons daily. The 
production in that year totalled 40,558 tons of paper valued at 
Rs. 1,85,00,489. These figures were surpassed but once (in 1929) 
by a slight, almost negligible margin. , At the present time 
Indian paper mills are manufacturing mainly medium-grade 
paper, so that the country is still dependent on foreign countries 
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for the supply of such products as superior art paper, newsprint, 
light and heavy wrapping paper, pasteboard, cardboard and 
others. Imports under these heads totalled 2,191,000 cwts. 
valued at Rs. 2,50 lakhs in 1931-32. These figures show that 
^Ciuantitatively only about one-third of. the requirements of the 
country are being met from indigenous sources. 

Indian paper mills were, until recently, using sabai grass 
and imported wood pulp as raw materials. But the supply of 
sabai grass varies from season to season so that mthout a 
thorough transport organization this material cannot be depended 
upon for large scale production, especially when the necessary 
transport organization is not forthcoming. However, some 
years ago the technique of pulp manufacture from bamboo 
was perfected, and the Indian Paper Pulp Company with its 
works at Naihati was established with a view to exploiting 
this process. The supplies of bamboos in Bengal and Southern 
India being practically unlimited, the introduction of the 
bamboo process appears to have changed the whole course 
^of the paper manufacturing industry in India. 

But the sabai grass paper industry has, as we have seen, 
its own peculiar diflSculties in spite of tlie fact that this paper 
is in many respects superior to bamboo paper. And the 
bamboo paper industry is greatly handicapped by the high 
cost of production consequent upon certain technical difficulties 
which have still to be overcome. It was in consequence of 
tliese handicaps that the industry found itself in difficulties 
after the war which were aggravated by the deterioration of 
European currencies during the post-war period. The industry 
naturall}’’ claimed protection, and the Tariff Board recommended 
an import duty of one anna per pound on the various classes 
of paper competing with the products of Indian mills. It also 
‘^commended that a loan of Rs. 10 lakhs may be granted to 
the Indian Paper Company to enable it to test the possibilities 
of a new process on commercial scale. The Government 
accepted the recommendation of the Board in respect of 
protective duty (which was to remain in operation between 
April I, 1925 and March 31, 1932), but rejected the proposal 
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regarding a loan on the ground that the new processes being 
subject to patent rights, the loan would put the Naihati works 
in a privileged position. The protective duty was,, after a 
Tariff Board enquiry, renewed again in March, 1932 for a 
period of seven years. 

In far min g an idea of the future prospects of this industry 
we must remember that the manufacture of paper is essentially 
a chemical process, in which large quantities of chemicals and 
heat producing agents are used, Indian mills being situated 
far off from the coalfields and there being no chemical industry 
in India, the industry is naturally working under a great 
handicap. In addition to this the mills using sabai grass are 
handicapped in the matter of transport facilities. When we 
take all these facts into account, we inevitably come to the 
conclusion that the future of the industry is linked up with 
the utilization of bamboo as a basic material. The supplies 
of this material are practicallj’- inexhaustible, so that it should 
be possible for India not only to meet all her own requirements; 
but also to export paper. But the demand for such varieties 
of paper as newsprint and superior art paper being limited 
and conditions for their manufacture being unfavourable 
perhaps for a long time to come, it would not be economical 
to undertake their manufacture in India at present. 

6. The Cement Industry. The first cement factory was 
started in Madras in 1904, but its annual output amounted to 
onl}’’ a few hundred tons a year. It was in 1912-13 that some 
large companies were floated with works at Katni, Bandi, 
Hassan Abdal (Punjab) and Porbunder (Kathiawar) with an 
aggregate capacity of nearly 200,000 tons a j^ear. These 
concerns flourished during the war, when foreign cement was 
not available and the demand for cement had greatly increased. 
It was in the face of these temptations that the post-war boom 
brought a number of new cement works into existence. At 
present there are 10 cement works scattered all over Southern, 
Central and Northern India, and the capital invested in this 
industry amounts to nearly 5 crores. The total output of 
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these factories in 1930 amounted to 564,000 tons, while their 
total capacity is said to be 972,000 tons.’’' As the imports of 
cement at the present time average nearly 80,000 tons a year, 
it follows that nearly 78 per cent, of the countr5’-’s detnand is 
T;)eing met from indigenous sources. The use of imported 
cement is confined to the various port towns which are 
situated- too ' far away from the existing cement factories. 
A more sympathetic railway freight policy would enable the 
Indian factories to capture even this market, but while 
factories in the country are working under capacit}^, nothing 
is being done to restore to them their own legitimate markets. 


The over-production of cement during the post-war years 
naturally resulted in a heavy fall in its price, which the cement 
manufactures attributed to foreign competition. In 1928 the 
Tariff Board examined the claims of the industry to protection, 
and its investigations led it to the conclusion that the plight of 
the industry was due to over-production and cut-throat competi- 
tion, and as such they did not consider it entitled to protection, 
'^ut the investigations of the Board were more useful to 
industry than protective tariffs would have ever been : they 
enabled the industry to put its house in order by a thorough 
reorganization, as a result of which it has become probably 
the best organized industry in India. Immediately the signi- 
ficance of the Tariff Board’s findings was realized, eight out 
of the ten factories joined hands to form the Cement Marketing 
Board of India in order to regulate mai'keting operations and 
to assist them in an advisory capacity. It is mainly due to 
the activities of this Board that the production of various new 
varieties of cements has been undertaken by the members con- 
jCerned, and the factories, in spite of an unprecedented trade 
'-^depression, have been able to declare from 5 to I2j4 per cent, 
dividends. It shows that the industry has now been developed 
on sound lines, and, practically unlimited raw materials being 


In the absence of official data these figures have been taken from 
Indian Finance Year Book, 1933, p. 251. 
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at its disposal, it should be able to meet all possible require- 
ments of the country.' 

7. ■ Glass Manufacture. The manufacture of glass by 
the fusion of sand and soda has been practised in India from ^ 
the earliest times, but there is no evidence to show that th^.'; 
industry ever made much headway beyond the manufacture 
of crude bottles and bangles. In this primitive form the 
industry survives in many parts of India up to the present 
day ; but the supplies of glass are now obtained by fusing 
broken glass articles and not directly from sand and soda. 

It was in the nineties of the last century that modern 
glass factories began to be set up, but none of these early 
efforts succeeded. The failure in all these cases appears to 
have been due to the fact that the factories were set up too far 
away from the sand and coal deposits. Other factories came 
into existence during the early years of the present century, 
but from all accounts available it appears that the industry 
was in a bad way at the outbreak of the war. The war, 
however, gave a new lease of life to the industry, so that all', 
the factories existing at the time made considerable profits. 
There are at present 14 large factories in India, out of which 
a good few (including the famous Naini and Ambala works) 
have been closed down on account of the Japanese competition. 
The Tariff Board examined, in 1931, the claims of the industry 
to protection, but its report has not so far been published. 
Meanwhile, factory after factoiy has stopped operations, and 
if some works are carrjdng on it is because thej': have somehow 
managed to do so on account of the protective effect of heavy 
railway freights from the- ports to the far distant inland centres. 
The existing works confine their attention mainly to the 
manufacture of bottles, jars, lamp ware and other cheap 
articles of every day use.The Naini glass factory,' which was 
the best equipped in India, had started the manufacture of 
sheet glass and various artistic products of the highest quality, 
thus proving that it is possible to manufacture from Indian 
materials and labour high class articles, but as we have stated 
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above, this factory has been compelled to close down on 
account of the Japanese competition. 

We have seen in connection with the natural resources 
of India that the sand of the purest quality is found in the 
tj,nited Provinces, Rajputana and the Baroda State. It should 
tl’ms be possible to meet a greater part of the requirements of 
the ■ country in the matter of ordinary glass products from 
indigenous sources. The only weak link in the chain is the 
absence of indigenous supplies of soda ash which, however, is 
capable of being made up, and will be made up immediately 
the development of chemical industries is undertaken in India. 
Some idea of the possibilities of the industry may be obtained 
from the fact that the imports of glass and glassware during 
the ten 3’’ears preceding the present trade depression averaged 
2% crores in value. By a proper handling of the situation at 
least 90 per cent, of the demand can be met from within the 
country.' 

8. The Match Industry. During the forty 3’-ears ending 
jiQ^o the manufacture of matches had attracted the attention 
a number of small and ill-equipped concerns, but wnth the 
exception of tv\'0 undertakings (one in Ahmedabad and the other 
in Calcutta), they all proved to be failures. Their failure was 
due to bad management, lack of technical knowledge, 
unsuitability of indigenous timbers and inadequacy of capital. 
But when in 1922 a customs duty of Rs. i/S/- per gross was 
imposed on imported matches for revenue purposes, the 
industry began to be developed rapidly under its protective 
wing. But the Swedish Match Trust, which controlled nearly 
So per cent, of match production in the world and controlled 
the entire Indian market, could not allow this lucrative field 
tp slip out of its hand ; it began to set up factories at various 
"Strategic points” all over the country. The result of these 
activities was that while almost all the requirements of India 
began to be met by local factories, the control of the industry 
and the market ’passed into the hands of the Swedish Trust 
with which the Indian producers could not compete. During 
subsequent years a large number of Indian-owned factories 
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ivere bought up by the Trust, and now more than half the 
matches used in India arc the products of the various factories 
owned b}’’ the Trust. However, some idea of the progress of 
the industrj'- may be had from the fact that in 1931 there were 
51 match factories in India' meeting more than 98 per cent, 
of the requirements of the country. 

The industry is dependent mainlj’- on imported timber for 
the manufacture of matches on account of the fact that suitable 
indigenous timber is not available in adequate quantities. 
And nothing has so far been done b}"" the Forest Department 
to assure supplies. Obviously so long as the industry 
has to use foreign timber, it can never get on without the 
help of protective duties. In 1926 the Tariff Board inquired 
into the condition of the match industry, and recommended 
that the existing revenue duty should be converted into a 
protective dutj’' for an unlimited period. But the}’' could not 
see their way to imposing any restrictions on the activities of 
the Trust as they thought that its presence was conducive to 
efficiency. Thus while protection brought self-sufficienc}’ to 
India in the matter of matches, that self-sufficiency wab 
acquired at the cost of placing the control of the industr}’- in 
the hands of foreigners. A more anti-national policy is difficult 
to imagine. 

From the beginning of the financial year 1934-35 an excise 
duty of one rupee per gross boxes, each box containing not more 
than 40 matches has been imposed. How the industry has fared 
in consequence of this duty is too earl}’- to saj’ but as a result of 
rise in price the consumption of matches must have gone 
down considerably. 

9 . The Sugar Industry. India has been the home of 
the sugar industry from the earliest times of which histoiy 

r 

has au}’' record. The industr}’’ in Bengal was destroyed b}’’ the 
end of the i8th century, but in the various inland centres far 
off from the seaports it flourished till about the middle of the 
last century. But it seems that in the United Provinces it was 
never completely destroyed ; for during the last quarter of the 
nineteenth century when the manufacture of sugar by 
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indigenous methods was thereatened with extinction, modern 
factories began to be set up at various places in the province. 
None of these factories appears to have flourished, and if they 
managed to continue it was more on account of the Swadeshi 
-Vaovement than because of their abilit}’' to compete with their 
foreign rivals. The industry was in a weak condition mainly 
owing to the high cost of sugarcane as compared with that in 
various other sugarcane producing countries, and this defect 
has not yet been completely removed. 

Some idea of the economic importance of this industry may 
be had from the fact that during the eight 5'^ears ending 192S-29 
the imports of sugar' into India averaged nearl}’- Rs. 18 crores 
a 5'^ear in value. Moreover, this is the onb’’ industr}’- which 
(seeing that nearly two-thirds of the price of sugar is accounted 
for by the cost of sugarcane) affects the agriculturist 
fundamentalb'’ and directly. But in spite of its vast economic 
importance and notwithstanding the fact that India has always 
been the largest producer of sugar-cane in the world (there 

t ing on an average nearly 3 million acres under this crop in 
itish India alone) nothing was done by the Government to 
encourage the development of this industry, and if it has 
come into existence it is more by accident than design. No 


doubt as far back as 1919 a Sugar Committee was appointed 
by the Government of India to examine the possibilities of the 
industry, but no action was taken on its report. At that time, 
however, the industry was attracting the attention of the Indian 
business community, which, in spite of Government’s inaction 
in the matter, resulted in the flotation of a number of large 
companies, but some of them went into liquidation without 
even starting operations. Meanwhile revenue duties on 
Jiniported sugar went on increasing which, as in the case of 
tile match industry, created a situation highly favourable to 
the development of the industry regardless of the attitude of 
the Government towards it. But of still greater importance 
were the developments in the realm of sugarcane cultivation 
that took place during the post-war period. The difl&culties of 
the early pioneers were. to a large extent due to the heavy cost 
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of sugarcane consequent upon the small yield of cane per acre 
and ihe shorter duration of its life. These defects were 
eliminated to some extent when researches at Pusa, Coimbatore 
and other centres evolved new varieties of sugar-canes that 
were more suitable to Indian conditions than the unimprove'd 
indigenous “varieties. 

But without any protective measure the industry would 
have never made the progress it has made since 1931* The 
credit for taking the initiative in the matter must be given to the 
Imperial Council of Agricultural Research which, in 1930, made 
representations to the Government of India on the subject. 
As a result of these representations the Govemment referred the 
matter to the Tariff Board for inquiry. The Board found that 
the sugar industry satisfied all the conditions laid down by the 
Fiscal Commission in regard to raw materials, markets and 
ability to stand without the props of protective duties after a 
reasonable time, and that the industry had established its claim 
to protection. The}’- therefore, recommended that in order to 
enable the industr}^ to face initial difficulties a protective duG' 
of Rs. 7/4/- per cwt. should be imposed for the first seven 
years and Rs. 6/4/- per cwt. for the next eight years. But as the 
Government thought that the period of 15 years, during which 
protective duties were to remain in operation, was too long,, 
they proposed that protective duty of Rs. 7/4/- per Cwt. be 
imposed on all classes of sugar until IMarch 31, 1938, and that 
a further inquir}’^ be made before the end of that period. The 
Sugar Industry Protection Act based on these proposals 
received the assent of the Governor General on April S, 1932. 
The dut}^ however, was later on increased to Rs. 9/1/- pei' cwt. 

The immediate result of the grant of protection to the 
industry was that sugar factories began to be set up with great 
rapidity all over the couutr}^— more particularly in the United 
Provinces and Bihar and Orissa which are the two chief sugar- 
growing provinces. Uo official data regarding the number of 
factories at the present time are available, but it must be fairly 
large seeing that by 1935-36 India is expected to become self- 
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sufficient in the matter of sugar.*'’ To illustrate the progress 
the industry has made it may be mentioned that while in 
1930-3T the imports of sugar amounted to 1,003,177 tons, 
'valued at Rs. 10,96,47,000 in 1933-34 they amounted to onlj’’ 

^ af?;,ooo tons valued at Rs. 2,70,29,000. Again in 1930-31 the 
' production of various kinds of refined sugar in India amounted 
I to only 151,650 tons ; by 1932-33 it had increased to 645,000 
I tons, and the estimated yield for the year 1933-34 is 779,000 
I tons. Further it has been estimated that in 1935-36 the 
production will amount to 1,007,000 tons.f It means that, 
taking the normal consumption of refined sugar in India at 
1,000,000 tons a year, by 1935-36 India will be meeting all her 
requirements from her own sources. 

By the Finance Act of 1934 an excise duty of Re. 1/5/- 
per cwt. was imposed. The Finance Member explained the 
implications of this duty in his budget speech by saying that 
“the present duty of Rs. 9/1/- per cwt. is Re. 1/13/- above 
the basic duty of Rs. 7/4/- recommended by the Tariff Board. 
In^their report, however, the Tariff Board recommended that 
there should be power for Government to increase the measure 
of protection by 8 annas per cwt. when Java sugar was being 
imported at a price less than Rs. 4/- per maund to Calcutta. 
We propose to assume that the conditions justifying this extra 
margin of protection are likely to continue in existence for the 
present, ^ and therefore we leave a protective margin of 
Rs. 7-12-0 per cwt., and to impose an excise duty of Rs. 1-5-0 
per cwt.” The excise duty was estimated to yield Rs. 1,47 
lakhs, out of which an amount representing one anna per cwt. 
or about Rs. 7 lakhs was to be distributed among the various 
sugar producing provinces for the purpose of assisting the orga- 
nisation and operation of co-operative societies among the cane- 


* This estimate was offered by the Finance Member in his speech 
when introducing the 1934-35 budget. ' 

t These estimates have been taken from the Indian Finance Year 
Book, 1934. 
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growers so as to help them in securing fair price, or for other 
purposes directed to the same end/'' 

When we take into account the fact that the Tariff Board 
had recommended the basic duty of Rs. 7/4/" cwt., 
imposition of an excise duW of Re. 1/5/' ('when the duty wlii.i 
its surcharges actually amounted to Rs. 9/^/* cwt.) does 
not appear to be capable of inflicting any undue hardship 
upon the sugar manufacturers, especially when the price of 
sugar has not receded more than S annas per cwt. beyond the 
figure on which the basic duty was originally based. This is 
proved b^' the fact that for the year iQ 34 " 35 i during which the 
excise dutv was in operation, the sugar mills all over the 
country have maintained fairly high dividends, amounting in 
some cases to ncarlv 20 per cent. On the other hand the 
financial results of the working of \'arious concciiis during 
1933 showed that the Tariff Board had granted protection on 
a liberal scale so that a case for either the reduction of the 
duty or the imposition of an excise duty had been clearly 

established. W 

The consequences of the grant of protection on a liberal 
scale have been far-reaching. Tliese high protective duties 
have resulted in a rapid development of the industry to the 
extent of making India self-sufficient in the matter of sugar. 
But thev liave also resulted in inefficient management and 
organization of tlie industr}* as a wdiole. Sugar factories have 
been set up in localities regardless of the possibilities of those 
areas, so that probably not more than half the conceras 
would ever l.->e able to get on without protective duties. The 
Government has granted protection to the industry, but it has 
not laid down any conditions for the grant of protection. 
Some control over the affairs of the industry, in other woKcls 
a plan for the development of the industin', w’ould ha\ e saved 
the industry and the country from the difficulties wdiich they 
now must inevitably face in the event of reduction or removal 
of protective duties — unless it is proposed to avert that disaster 


' See Times of India Year Book, 1934, p. S69. 
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by maintainitig the present level of duties for all time, which 
would amount to subsidising incompetence and as such would 
be highly undesirable. 

Other Manufacturing Industries. Apart from the in- 
dustries which we have discussed above in some detail, there 
aSs a number of other industrial establishments which have come 
into existence during the past thirty years, and of these hosiery 
factories, steel trunk, lock and cutlery works, breweries, flour 
and rice mills, soap and paint works and turpentine and rosin 
factories are the most important. In 1932 there were 42 
hosiery factories in India where large scale operations were 
carried on. But in spite of their imposing number they can 
meet only a fraction of the demand of the Indian market 
which appears to be dominated by the products of Japanese 
factories. The products of Indian factories are generally crude, 
and even in this line the Indian product is unable to compete 
with the Japanese articles. The industry is in a deplorable 
condition in spite of the fact that the imports of knitted wear 
from Japan are subject to an ad valorem import duty of 35 pef 
c'^t. During the post-war period the imports of hosiery have 
averaged Rs. 1,14 lakhs a year in value, which gives us an 
idea of the extent of the market. Factories for the manufacture 
of steel trunks began to be established in the ninety’s of the last 
century, and now they control the entire Indian market. 
Locks have been manufactured in India from the earliest times, 
and large machine-equipped factories have been set up during 
the last 30 years or so. But they are not able to meet all the 
demands of the cotmtry, as we find that the cheaper varieties 
are still being imported in large quantities. There are some 
large cutlery factories at Wazirabad, (Punjab), Aligarh, Bombay 
and Calcutta, but their activities are confined to the manufacture 
■mf' cheap articles owing to the fact that Indian manu- 
facturers have not yet mastered the difficult art of 
tempering. However, no reliable data regarding the number 
of these factories is available. As regards breweries and 
distilleries, in 1931 there were 26 such establishments in India, 
but they were all engaged in the manufacture of cheaper 
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varieties of liquor. In the same year there were 103 flour mills 
and 1508 rice mills in the country. The soap industry has been 
extensively developed, having its lepresentative establishments 
in every large town ; but with the exception of a few tliey 
are all engaged in the manufacture of washing soaps „by 
indigenous process for local ■‘consumption. But apart from 
these concerns there were 13 large soap factories in India in 
1931 manufacturing washing and toilet soaps by modern 
methods. Almost 'all these factories have been set up since 
the war. That the activities of these concerns have not 
seriously affected the demand for foreign soaps is shown by 
the fact that while during the pre-war period imports of soap 
averaged 314 cwts. a year, during the post-war period they 
have averaged 289 cwts. a 3^ear, and in spite of 35 cent. 
ad valorem duty amounted to 296 cwts. in 1932-33 valued at 
Rs. 82,63,000. Tliese figures show that the demand for soap 
in India has increased since the war, but they also show that in 
the case of semi-luxuri' articles like soap heavier duties are 
necessary if local production is to be encouraged. The case of 
paints and varnishes is also identical. It was in 1902 tha.'^^Ae 
first paint factory was set up bj" Shalimar Paint Coloui c.*id 
\hruish Co. Ltd., near Calcutta, and since then eight more 
factories have been added to the list. These factories are 
manufacturing all sorts of paints, varnishes, enamels, dis- 
tempers and dry colours. But prejudice dies hard ; and it is 
partly due to prejudice that nearly Rs. i crore worth of paints 
are annually imported at the present time. But these imports 
are also partly due to the fact that the manufacture of certain 
high class distempers and enamels has not so far been under- 
taken in India. And lastly both the Punjab and the United 
Provinces have got a rosin and turpcnlinc factory. 
very large number of industries use rosin and turpentine an. 
manufacturing operations, tliese two factories are' of very g/eat 
importance from the industrial point of view. 

The Present Condition of Manufacturing Industries 
Reviewed. In order to form an idea of industries in India as a 
whole we may now summarize what we have said in the fore- 
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going i)ages. To begin with, the most important basic industry 
of steel has been developed only to such an extent that less than 
half the requirements , of the countr}' are at the present lime 
being met from indigenous sources. In the matter of coal the 
C' ‘untry is self-sufficing, and hydro-electric power lias been 
developed both by the State and private agencies, but the 
extent of its development is still far behind the potentialities 
as well as the requirements of the counlry. The engineering 
industry is conspicuous by its absence, although all the raw 
materials are available and there is a large demand for all kinds 
of machinery in the country. Again none of the non-ferrous 
metals (excepting copper and lead) is being produced in 
India, although a good few can be easily manufactured in 
the country. The more imj)ortant branches of the heaVy 
chemical industry arc totally absent, and Government con- 
cession to a British concern in the Punjab has put the 
monopol}’' for their development in the hands of foreigners for 
all time in the future. In spite of the fact that India is the 
. largest i)roducer and exporter of raw Iiides and skins in the 
irorld, she is slill more or less completely dependent on foreign 
countries for the supply of all sorts of industrial leathers. 
Although small quantities of vegetable oils are being 
imported, as far as the various oil-u.sing industries are con- 
cerned the country is more or less self sufficient. Taken all 
round it may be said that as far as the manufacture of basic 
articles is concerned, the country is slill woefully deficient in 
spite of the fact that there is a large demand for these articles 
in the countrj'- and that all the conditions for the development 
of these industries are fully satisfied. 

The noil-basic industries are in a somewhat better condi- 
riou although some of them have been developed to the fullest 
possible extent. The cotton textile industry, inspite of its 
enormous possibilities, has not even been developed to such 
an extent as to make India self-sufficient in the matter of 
clothing material. And the same remarks are applicable to 
the silk and woollen textile industries. In the matter of jute 
manufactures India is self-sufficient ; but no advantage has 
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been taken of the fact that India has got a monopoly in the 
matter of jute production, with the result that large quantities 
of raw jute are being exported. The glass industry is in a 
moribund condition in spite of its enormous potentialities and 
large demand for glass articles in the country. In the direc-. ^ 
tion of paper manufacture little lias so far been done to utilize 
the enormous supplies of raw materials that are available in 
the country. The cement, sugar and match industries are 
the only bright patches in the dark horizon, as we find that, 
these industries have been developed or are about to be 
developed to such an extent as to make the countrj’’ more 
or less completely independent of supplies from foreign 
countries. 

Apart from the various industries mentioned above there 
are certain important industries to establish which no one has 
made an attempt even on paper, and these are the artificial 
silk or rayon industry, the manufacture of various nou-basic 
engineering products such as motor cars, cycles, watches, 
clocks and others, celluloid manufacture, and other industries. 
There is a large demand for these articles in India, and more- 
over natural conditions for the manufacture of these articles 
in the countr}’’ are as suitable as in any foreign countr}’. 
However, not only these industries but also the present condition 
of various basic and non-basic industries shows that, as compared 
to her great potentialities, the development of manufacturing 
industries in India has hardly yet begun. 

The Causes of Slow Progress. The causes of this slow 
progress are many and varied, but they may all be summed up 
in one phrase; the apathy of the Government. This great 
Himalayan obstacle has a number of off-shoots, and of tliese the 
absence of basic industries, lack of enterprise (which is some- 
times described as the scarcity of capital), expensiveness 
of power, absence of technical knowledge and skill, anxiety of 
the Government to help British industry at all cost and conse- 
quently its unfriendly tariff policj’' and indifference towards 
various problems of labour and raw material supplies that have 
a direct hearing upon industrial development are the most 
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important,. We have alread}’^ discussed the consequences of the 
absence of basic industries, and as we have nothing to add to 
what we have said (except to reiterate the fact that this 
deficiency handicaps the various manufacturing industries by 
niaking them pay at least 20 per cent, more for these basic 
]Iroducts than their foreign rivals, puts them at the mercy of 
foreigners in times of war, and exposes them to exploitation b}" 
foreign trusts), we do not propose to pursue the study of this 
subject any further. The other problems we propose to discuss 
in the next chapter in order to sec how far the absence of a 
plan of industrial development and the apatlu' of the Govern- 
ment are responsible for the stagnation of industries in India. 



CHAPTER XIV. 


FACTORS IN INDUSTRIAL DEVELOPMENT. 

I. Raw Materials. 

TLe development of industries in relation to the 
supply of raw materials. For the development of manu- 
facturing industries in a country it is by no means necessary 
that the .supplies of various kinds of primary raw materials 
should be locally producedj although local supplies do go a 
long way towards helping industries. Even great industrial 
countries like Britain and Germany are by no means self- 
sufficient in the matter of the supply of raw materials for some 
■of their great national industries : both import on a large scale 
such important raw materials for their basic industries as iron- 
ore and sulphur, and are also dependent in foreign countries for 
the supplies of wool, cotton, oilseeds, hides and skins and 
various non-ferrous metal ores. 

India, as we have seen in connection with natural resources 
and agriculture, is decidedlj’- more favourably situated than an}’- 
of the European countries in the matter of the supply of raw 
material. Almost all kinds of agricultural, forest, animal and 
mineral products (with the exception of copper, zinc and tin 
ores) are either already obtainable or can be obtained in 
adequate quantities, provided production is scientifically 
organized. In regard to agricultural products, India’s only defi- 
ciency at the present time is long-stapled cotton, but this 
deficiency is not due to any natural defect but is the outcoVne 
of the lethargy of man or the lack of systematic governmental 
action. Similarly, if the forests of India do not yield adequate 
quantities of suitable timber to meet the requirements of the 
match and other industries, it is not because natural conditions 
are unfavourable for the production of such timbers but because 
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the State has taken no steps to make the supplies available by- 
adopting the S5"stem of plantations. Even in the field of animal 
products our deficiencies can be traced to inaction, or the 
inadequacy of action, on the part of the Government. For 
ej; ample it is perfectly possible to improve the qualitj’- of indi- 
gLous wool, provided the state takes determined and sustained 

action. 

But it must not be supposed that the Government has done 
nothing to make up the deficiency in the matter of raw 
materials. During the last quarter of a century research work 
in agriculture has been organized, and cotton, sugar cane, jute, 
tobacco and other industrial crops have been greatly improved. 
Again, forests have been organized, and the Forest Research 
Institute at Dehra Dun has done valuable work in connection 
with Indian timbers and other forest products. In the realm 
of minerals the discovery and development of all our great 
resources is ultimately due to the efforts of the Geological 
Survey of India. Even in the field of animal products of 
industrial importance the Government has not been a passive 
s'llectator : a good deal of work has been done at various 
research centres to improve the quality of Indian livestock 
which would ultimately improve the quality and quantity of 
animal products available in the country. Improved methods 
of flaying have been introduced which have ^ resulted in 
avoiding the waste of high-grade hides and skins. But all 
these activities have been far from adequate to meet the require- 
ments of the situation, and unless more intensive and sustained 
action is taken in all the various fields, the supplies of raw 
materials of various kinds may not be developed according to 
the potentialities of the country for a long time. With each 
stc.'p forward in the organization of raw material supplies Indian 
i^lustries would be in a more favourable position to compete 
with their foreign rivals than they are at the present time. 
These developments must take place directly in relation to the 
requirements of the various manufacturing industries, and as 
such should be a pa'rt of the general plan of industrial 
reconstruction. 
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II. Power Supply. 

The importance of electricity as a source of heat 
and power. Wood or charcoal, mineral oil, coal and hydro- 
electric power are the main sources from which heat and power 
for industrial and transport purposes can be generated. But 
the requirements of modern industry and transport are so great 
that wood and mineral oil cannot be used as a source of heat 
and power on a large scale especially when their supplies are 
small and their cost high. Industry and transport have thus 
to depend mainly upon coal and hydro-electric power. 


But with the perfection of the technique of converting 
mechanical energy into electric energy the direct use of coal in 
the factory and workshop is being rapidly abandoned : in every 
industrial country in the world industry and transport are being 
electrified, and the electrification programmes of various 
industrial nations give us the impression that the time when 
entire industry and transport would be electrified in those 
countries is not far distant. This move towards the electrifi- 
cation of industry and transport is mainly due to variaus 
economic and teachnical advantages which this change confers 
upon a country and its industries. The greatest technical 
advantage of using electricity as a source of heat and power is 
that by its application the efficiency of the plant is increased 
and, in the case of electro-chemical and electro-metallurgical 
industries, the manufacture of certain articles, which could not 
otherwise be produced, is rendered possible. Its chief economic 
advantages are that the total cost of power is considerably 
reduced (which results in a fall in the cost of production in 
those industries), the country as a whole gains because the 
consumption of fuel is reduced and, moreover, the utilization, of 
waste coal in central generating stations is rendered possible. 
It is on account of these economic and technical advantages 
that transport and industry are rapidly being electrified in every 
industrial country in the world. 

Means and methods of electrification. The electrifica- 
tion of industry in Europe and America may be said to have 
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started in the beginning of the present century. In the begin- 
ning natural water-falls were harnessed for the generation of 
electricity ; then came artificial falls ; and lastly the coal-fired 
central generating stations. In countries -where water-power is 
ai’fiiiidaut and coal scarce, hydro-electric stations are still being 
set up in • the interests of industry and transport ; but in 
countries like Germany, Britain and the United States where 
water-power is available only in limited quantities and there is 
superabundance of coal, central generating stations are being set 
up in the heart or neighbourhood of coal-fields and the -whole 
country is electrified by what is technically known as the “grid 
sj'-stem . By these means transport charges on coal are saved 
which, along with the economies consequent upon the pro- 
duction of power on a large scale, result in the production of 
power at a very cheap rate. jNIoreover, the valuable b}’'e- 
products of coal (from which a very large number of chemicals 
and mineral oils, which are of great industrial and commercial 
importance, are produced) are recovered, which would other- 
be lost. 

Necessity of electrification of industry in India. But 

notwithstanding the fact that industrial establishments in all 
the various competing countries are being equipped with this 
more efficient source of power, very little has so far been done 
in this direction in India. In view of the fact that India has 
not got such plentiful resources of coal as various foreign 
countries have, the electrification of industry is more necessary 
in India than in' Europe and America. As in order to compete 
with foreign countries Indian industries must be as efficiently 
equipped in the matter of power as those in foreign countries, 
"will never be able to develop all her industries to her 
fililest capacity unless this deficiencj'- is somehow made up. 

The peculiarities of the Indian problem. But the 

problem of electrification in India is somewhat different from 
the problem in other countries. .The deposits of good coal 
being confined chiefly to western Bengal and Bihar and Orissa, 
the transport charges on. coal from these provinces to far distant 
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centres increase the cost of coal to such an extent as to push 
up the cost of power to prohibitive levels. In fact the un- 
industrialized state of the Punjab, Madras and other provinces 
is to no mean extent due to the difficulties consequent upon the 
high cost of coal. However, the cost of power being all' 
important factor in the total cost of production in various manu- 
facturing industries, it is obvious that coal can be employed 
with advantage only within a certain area around the coal-fields, 
and that the greater the distance from the coal-fields the greater 
will be the disparity between the cost of power in those parts 
and in various foreign countries where the grid system has 
been and is being developed. The question naturally arises : 
must the industries in those areas, where the cost of coal and 
therefore power is much higher than in other countries, operate 
for all time under this heavy handicap? We have already seen 
that enormous quantities of .water-power are awaiting develop- 
ment in India, and as most of this power is situated in the areas 
far off from the coal-bearing provinces, the industrial develop- 
ment in those parts will depend upon the harnessing of Tvatpr 
power. We may thus divide India into two distinct zones : the 
coal zone where coal can be used for the generation of power, 
and the water-power zone where it would be cheaper to 
generate power from artificial water falls than from coal. 

The water power zone. It has been shown in connec- 
tion with basic industries that nearly 5^4 million kilowatts 
(continuous) are available for development and that so far only 
about 500,000 kilowatts have been developed. Even if we 
assume that not more than 2j4 million kilowatts can be actually 
developed, the amount of energy thus generated would, after 
meeting all the reasonable requirements of transport and 
electro-chemical and electro-metallurgical industries (whiqh 
require very, cheap power), be adequate enough to- enable the 
areas covered by the water power zone to develop their manu- 
facturing industries to about the same extent as they have been 
developed in Britain. 

The coal zone. As both coal and iron are found close 
together in Bihar and Orissa, it may be said that this province 
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is destined to become the “workshop of India”. It is in this 
province that the iron and steel, heav3^ chemical, engineering; 
and various allied industries will ultimately be established and. 
nowhere else. But Bihar and Orissa will be able to realize that 
g^v^at destin}'- onlj’- if cheap electric power is available. In 
other words, the establishment of all important basic industries 
will depend upon the availability of cheap electric power, 
which can be developed only by setting up central generating 
stations in the coal-fields. 


The state and power development. W'^e have already 
seen that h5'^dro-electric power would not be developed without 
state enterprise in this field. This conclusion is also applicable 
to the generation of electricit}’- from coal on mass production 
lines. It may be mentioned in this connection that larger the 
size of the generating units, the lower is the cost of power 
generated j from which it follows that, as industries need cheap- 
power, it would be necessary to set up large generating stations, 
somewhere in the coalfields if the various manufacturing indus- 
tri'as are ever going to be established in the coal zone. In 
otlier words, the development of electric power must precede 
or take place simultaneously with the development of industries 
as a whole, which means that power production will have to be 
a part of the general plan of industrial development whenever 
the problem of industrial development is seriously tackled. But 
after such a plan has been put into operation the state itself 
will have to undertake the task of power production on account 
of the fact tliat the power stations will have to work for a long 
time considerably below their capacity so . that no private 
agency would consider it worth its while to undertake this 
task. Moreover, a power-supply undertaking will enjoy a 
U^onopoly in its area of supply, and a private undertaking may 
exploit this monopoly to the detriment of the various dependent 
industries. Anyhow, the necessity of state action in the field 
of power production is -evident ; and as power production with- 
out the development of various power consuming industries is 
unthinkable, the urgency of adopting a plan of industrial 
development manifests itself once again. 
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III. Finance and Management. 

The Importance and scope of the subject. The 

factory system of production necessitates the employment of 
enormous amounts of capital on plant and machinery, build- 
ings, raw materials and wages ; and with the increase in the* 
size of industrial undertakings during recent years with a view 
to realizing the economies of large scale production the capital 
requirements of industries have increased still further. From 
this it follows that unless very large amounts of capitals are 
available, a countrj'' cannot expect to develop its industries on 
modern lines. In these circumstances when we want to 
determine the possibilities of developing the manufacturing 
industries in India, we must first determine the amount of 
capital which is available in India at the present time and to 
see exactly what proportion of the existing capital resources of 
the country will be available for the development of industries 
without in' any way damaging the interests of commerce and 
agriculture. If the requirements of industries are found to be 
much beyond the financial resources of the country, it will 
become necessary to see how this deficiency can be made up. 
But in order to be able to tackle these problems of the future 
it is necessary to prepare the ground by examining the existing 
system of financing industr}’" and to trace the sources of 
capital alread}’" invested in the industries of the country. 

The amount of capital invested in industries. The 
statistics of India are in such a hopelessly muddled condition 
that it is not possible to form an accurate estimate of the 
amount of capital which has been invested in industries. In 
the first place quite a large proportion of industrial establish- 
ments in the country, are owned by individuals, and for t^e 
capital outlay on these no data are available. Again, the 
statistics of Joint Stock concerns carrying on manufacturing 
operations are mixed up with the Statistics of those which are 
engaged more in trading than in manufacturing operations. 
Then there are foreign joint stock companies which are carrying 
on operations in India but which are only the branches of 
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parent concerns abroad. The total paid up capital of these 
foreign concerns operating in India in 1931-32 amounted to 
over £200 million with nearly £100 million of debenture stock 
in addition. Ob\dously a small proportion of this enormous 
'e!:pital has been invested in India, but it is not possible to 
ascertain the exact amount. And lastly, even in the case of the 
companies registered in India a very considerable amount of 
capital belongs to non-Indians c.g. in the case of jute mills, 
engineering works, mining concerns and others. These few 
facts ampl}'' show how difficult it is to form an estimate of 
the amount of capital invested in industries in India and to 
trace the ownership of that capital. 

But it is possible to make some rough sort of calculation. 
In 1931-32 the capital and debenture slock of the companies 
registered outside India amounted to a little over £zoo million. 
Seeing that with the exception of a few petroleum refining, 
engineering and metallurgical concerns foreign joint stock 
companies were not operating in an}^ other field, not more than 

per cent, or £ 2)0 million could have been actuall}’’ invested 
in industrial enterprises by foreign concerns in India. Again 
in that year the total amount of capital invested in rupee com- 
panies engaged in industrial operations amounted to a little 
over Rs. i6o crores. As large amounts of foreign capital have 
been invested in jute mills, mining and other companies 
registered in India, possibl}’’ the amount contributed by foreig- 
ners is not less than Rs. 50 crores, and may easil}’' be more.'-' If 
we accept this basis of calculation it will transpire that at least 
Rs. 90 crores have been invested by non-Indians in India in vari- 
ous industries. As regards indigenous capital, seeing that quite 
substantial amounts shown against the capital resources of rupee 

tl^mpanies have been invested in non-manufacturing operations, 

\ 

it may be taken as a fairly accurate estimate that only about 
Rs; 75 crores of the paid up capital of rupee companies has actu- 
ally been invested in manufacturing operations. But in order to 


* For a more detailed treatment of the subject see ‘^Indian Industr\" 
and its Problems’* b}" H. R. Soni, Vol. I., Chapter IV. 
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form an estimate of the total amount of Indian capital invested 
in industrial enterprises we must also take into account the 
investments in industry by private concerns. Again no reliable 
data are available ; but seeing that all kinds of privately-owned 
industrial establishments are found in almost every part of 
the country, not less than Rs. lo crores could have been invested 
in them. This brings us to the conclusion that in all only 
about Rs. 175 crores have been invested in various industries in 
India and that out of this total nearly Rs. 90 crores belong to 
foreigners and the remaining 85 crores have been invested by 
Indians themselves. 

Causes of the supremacy of foreign capital. The 

above estimates are certainly conjectural, but as they are based 
on the relative importance of industries controlled by Indians 
and non-Indians, they cannot be far off the mark. Even if we 
add or subtract a few crores, they would always lead us to one 
startling conclusion : that foreign capital investments in the 
field of Indian industry are at least as important as investments 
by Indians themselves. This supremacy of foreign capital i^ 
even more evident in other fields of investment: commerce,- 
banking, insurance, plantation, shipping etc. where nearlj’' 
;£ 35 o,ooo,ooo has been invested by foreign capitalists as against 
nearly Rs. 300 crores invested by Indians. This supremacy is 
due to the fact that, armed with technical knowledge of all 
kinds as well as organization and spirit of enterprise, the 
foreigners (or the Britisher) has been the pioneer in many fields 
and has captured entire fields of economic activity ; and he 
has been helped in these enterprises by the Indian Government 
in no uncertain manner. It was rather late in the day that 
Indian capital came into the field, and by the time it came, 
entire industries, such as jute, mining, plantation, shipping an^, 
others, had passed into the hands of foreigners, and, moreover, 
they had spread their activities far and wide into the fields of 
foreign trade, banking, insurance and what not. The truth 
of the matter is that until recently Indian capital was content 
to operate in only well-trodden fields— in other words it lacked 
initiative and enterprise. It was Mr. Jamshedji Tata who 
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infused the spirit of enterprise into India, so that we owe 
a great deal more than steel works to that great pioneer and 
his illustrious descendants. 

Amount of capital available for Industrial development. 

'T?! order to form an idea of the possibilities of developing 
industries through Indian enterprise it is necessary to form an 
estimate of the amount of capital that ma3'- be available for 
investment in the country. As a very large proportion of 
these investable funds are already in the hands of bankers, 
we may seek guidance from the statistics relating to banking 
deposits in India. In 1931 the deposits with the various bank- 
ing institutions in India amounted to nearl3’- Rs. 201,88,00,000. 
In that year the balance of deposits in the post office savings 
banks amounted to Rs. 38,20,00,000. This means that invest- 
able funds in 1931 amounted to Rs. 240,08,00,000. If we are 
to depend on these bank balances only, it is highly problemati- 
cal if more than about Rs. 50 crores can be safely invested in 
industry without damaging the trade of the country. But, 
''ftjfen, it may be argued that these bank deposits represent only 
a/ small part of funds in the hands of bankers owing to the 
fact that considerable amounts are deposited with shroffs and 
others. There is a great deal of truth in this contention ; but 
seeing that these indigenous bankers are responsible for financ- 
ing a very large part of the internal trade of the country, it 
would not be safe to mobilize any part of their holdings. In 
these circumstances not more than about Rs. 50 crores can be 
safely taken away from the banking institutions for investment 
in industry. But apart from bank deposits there are other 
sources of capital -for financing industry which we have not so 
far taken into account. There are firstly, the coins lying in 
-r^umerous large and small hoards all over the country. But 
seeing that the hoarder hoards his savings for emergencies and 
that he is generally illiterate and none too .opulent, it is difficult 
how even the promise of high dividends would ever induce him 
to disgorge his coins for investment in industry. But at the same 
time it cannot be denied that there are still well-to-do people 
in all parts of the country who prefer to hoard their wealth than 
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to invest it in profitable pursuits. The hoarding habit of these 
people is partly due to their ignorance and illiteracy, partly to 
the absence of banking facilities in the localities where they 
live, and partly to the fact that frequent bank failures and the 
black record of joint stock enterprise have made them unwilling 
to part with their hoards even when high profits are assured. 
There is nothing to guide us in forming an estimate of the 
potentialities of this class of hoards ; but seeing how inadequate 
the banking facilities in the country are and knowing that 
nearlv 300 million people live in villages and small towns, the 
amount locked up in these hoards must be very considerable 
indeed. 

But by far the most important source of capital is hoarded 
bullion. During the 50 years preceding 1931 (when gold began 
to be exported from India) more than Rs/ 1200 crores worth 
of coin and bullion had been imported into India. To this we 
must add the annual output of Indian mines and large quanti- 
ties of the metal already in the countr}^ After allowing for 
wear and tear during this half century and after making 
allowance for the export of nearly Rs. 225 crores worth of gold 
between October 1931 and April, I 935 > there must be at least 
Rs. 1500 crores worth of precious metals in the couutry. The 
very fact that people have no scruples to sell their gold when 
the transaction promises to be pofitable (as has been happening 
since 1931) shows that if industry in India is put on a sounder 
basis and the safety of capital and some profit on investments 
are assured, quite a substantial part of these hoards will be avail- 
able for industrial development. The exports of gold have 
completely exploded the myth that the great hoards of bullion 
can never be brought out for investment purposes. All that is 
needed is that industr}’- should offer safe and profitable invest- 
ment to the capital belonging to an over-cautious people. If 
a profit of 25-35 per cent, has been sufficient to induce the 
hoarders to disgorge more than Rs. 225 crores worth of gold, 
considerabl}’’ larger amounts should be available if industry can 
promise a steady return of say S or 10 per cent, on all invest- 
ments. When we add to the potentialities of hoarded bullion 
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the potentialities of bank deposits and hoarded coin, it 
becomes clear that on a very conservative estimate more than 
Rs. 400 crores should be immediately available for industrial 
development. As far as we can sec, this amount would be 
_ "/’.equate to meet the initial demands of even a most extensive 
I'.rogramme of industrial development. 

The present difficulties of raising capital for industrial 
enterprises. But in spite of the fact that such enormous 
amounts of capital are l3’’ing idle in the countr.v, it has alwa3’’s 
been veiy difficult to induce people to invest in industrial 
enteiprises. This unwillingness of the people is wrongl3’’ 
attributed to the scarcit3’' of capital in the coiintr3’. The investor 
in India is unwilling to patronize the undertakings or industries 
which offer little hope of success, and on these promises we 
cannot build uji the h3’^pothesis that there is scarcit3’- of cajiital 
in the countr3L It must be remembered that onl3' those 
industries and undertakings complain of tlie scarcit3r of capital 
which either have not a ver3" encouraging past record or do not 
«Rer aiy prospects for the future. The flotations in which the 
(great pioneers like those belonging to the Tata famib’- had a 
hand never experienced any difficult3’' in raising the requisite 
amounts of capital for their enterprises — notwithstanding the 
fact that the greatest of their achievements, the steel works, 
have not so far been an outstanding success. All that the Indian 
investor is anxious about is that the undertakings to which he 
subscribes are not the hunting ground of corrupt and incom- 
petent adventurers, and in demanding this he is not any 
different from the investor in even more highl3' advanced 
countries in the world. Again, the investor in India is anxious 
to avoid oul3^ those industries which have not been able to make 
'l^mch headway in the past and have no great prospects for the 
future. To give an example, the sugar industr3’’ never attracted 
much capital until it was protected by the Govei'ument ; but 
immediately protection was granted, capital began to pour in 
from all sides, mills began to be set up all over the country, 
and in less than live years after the grant of protection the 
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industry developed to such an extent that, as we have seen, the 
country became self-sufficing (or will become self-sufficing by 
1936) in the matter of sugar. These facts inevitably lead us to 
the conclusions that (i) there is no scarcity of capital in the coun- 
tr}', (2) that in order to make capital freely available the people 
responsible for new flotations must be men of proved ability and 
integrity so as to inspire the confidence of the investor, and (3) 
that industry must have assured future prospects. Until the 
last two conditions are satisfied, capital will continue to be 
scarce and so the pace of industrial progress will continue to be 
slow. 

Defective Management and the Managing agency 
system. The management of industrial concerns in India at 
the present time falls into three main classes, viz. management 
by owners themselves in the case of private concerns ; manage-' 
ment by paid managing directors who are directly under the 
control of boards of directors ; management by firms of manag- 
ing agents. B}’' stud3’ing the course of progress at Bombay, 
Ahmadabad, Cawnpore and other centres we come to the con^ckv 
sion that management by owners themselves is the most efficienK 
In most cases the concerns were started by families who had 
made monej’^ in commerce, so that initialh' they were ignorant 
of all the intricacies of their new trade, but with the help 
of hired experts as well as hard work they seem to have more 
than made up the deficiency in almost every case. To-day 
perhaps the best managed concerns in the countr}’- are those in 
which an individual or a family has got preponderating financial 
interest. But such concerns are few as compared with the 
number of concerns belonging to the other two classes. Quite a 
large number of concenis are managed bj^ an executive head, 
known as the managing director, who is appointed bj’^ the 
company’s board of directors. These managing directors in 'd 
great majorit}’- of cases are the individuals who had taken 'an 
initiative in the flotation of the concern they manage and direct. 
They are salaried officials and their appointment is usually 
guaranteed for a term of years. As in India the successful 
flotation of a joint stock company is a matter of influence rather 
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than business aptitude or ability, it is not always the right 
individual who is at the head of affairs of a company. Often 
these people are incompetent, and more often they are corrupt 
in addition. The managing agency system in theory at least, 
should be more efficient than others, but in actual practice we 
liind that it is hardly so — in fact it may easily go dowm into the 
depths of even greater degeneration. A firm of managing 
agents is usually a partnership of a few individuals who, initially 
at any rate, enjoy considerable confidence of the investing public 
usuall}’- because of their high social and financial standing. As 
a rule these firms are responsible for the flotation of the con- 
cerns which they afterwards manage. Tlie period for which 
they undertake to manage these concerns are long, seldom 
extending to less than 20 years. Their remunerations are 
sometimes fixed, but more often in addition to their fixed re- 
munerations they receive remuneration on output, or sales, or 
gross and net profits on the percentage basis. Manifestly such 
a system would have its advantages as well as disadvantages. 
The good points of this system are that by virtue of their high 
^iiancial standing, the managing agents can make provision for 
the initial and working capital of the concern in their charge, 
which is often found difficult in other systems of managment. 
Again, as in the case of owner-managed concerns, they can avail 
themselves of the services of technical experts. Against 
these advantages we have to reckon an endless list 
of disadvantages which usually come in the trail of 
the managing agency system. The first great disadvantage is 
that, their own remunerations being assured, incompetence and 
corruption usually creep into their management. This is 
because of the fact that the proprietorship of the managing 
agency itself is often inherited by men w'ho are far from 
■^ompetent to work it efficiently, with the result that they carry 
this contagion of inefficiency into the affairs of the concerns 
they manage. Again, even when they are perfectly competent, 
the managing agents take so much in hand that they are unable 
to do justice to everything they handle, and this inefficiency 
is accentuated • by the distribution of jobs among their own 
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kith and , kin regardless of their, ability' ’and' qualifications. 
Even unlawful and corrupt practices, which ultimately lead 
to huge losses to the concerns they manage, are not unknown. 
But the greatest difficulty is that no matter how recklessly 
they mismanage the ’’affairs of their charges, they cannot be 
legally forced to retire till the expiry of the period contracted' 
for. 

From the above e\ndence we cannot but draw the conclU" 
sion that the management of industry as a whole in India is 
far from satisfactory at the present time. As a concrete proof 
in support of this contention we may mention the fact that 
even before the present trade depression less than half the 
manufacturing concerns were able to declare dividends which 
corresponded to or were higher than the ordinary rate of interest 
on the invested capital. That this state of affairs was mainly, if 
not wholly, due to bad management, is shown by the fact that 
while certain establishments in particular industries were show- 
ing profits, others were being run at a loss. 

Remedies. If industry in India is ever to be puf on 
a sound footing with a view to inspiring the confidence of the 
investor, drastic reforms in tlie system of management will 
have to be taken in hand. But unless state enterprise steps in 
as a sort - of substitute, it would be adwsable to mend rather 
than to end the present system. The most urgent requirement 
of the moment is that the law relating to the tenure of managing 
agents should be drastically altered so as to make it possible 
for a concern to severe its connection with its managing agents- 
in the event of incompetence or negligence. As far as we can 
see Government cannot go bej^ond this limit in reforming the 
system except, perhaps, by tightening up the laws in relation 
to corrupt practices. If, on the other hand. Government helps 
industry directly or -indirectly, it ought to consider itseE 
entitled to direct its .affairs. However, we shall discuss this 
interesting problem at greater length in the next section But 
if the Government is not to interfere in the affairs of in ustry, 
something will have to be done to mobilize brains of ^ the first 
calibre in the service of industry. At the present time sue 
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niexi are monopolized bj’- Government services and professions, 
so tliat means will have to .be found to divert them to industr5’^. 
This can be done onl}’- if the-Avhole system of industrial manage- 
ment is made more progressive and industry is willing lirsti}’- to 

these people a chance and secondly to give them as high 
remunerations as services and professions offer them. But, 
again, constituted as industry is at the iiresent time and un- 
willing as the industrialist is to recognise the necessitj^ of 
engaging high class men, it will be long before the necessary 
reforms take place in this field, unless the system of manage- 
ment itself undergoes equallj' drastic changes, which once again 
brings us back to the question of state intervention. 

Methods of state intervention in finance and manage 
ment. It may 'be iiointed out in this connection at the out- 
set that the financing and management of industry go hand 
in hand, c.g. whosoever finances industry also controls it 
directl}' or indirectljL From this it follows that unless the 
state is willing to finance industr3* or to help it in other wail's, 
.’Vniust not regard itself morallj’^ entitled to interfere in its 
internal affairs. The principles uuderljdng state intervention in. 
the case of direct participation and indirect assistance by means 
of protective tariffs, subsidies and various forms of concession 
are the same : in all these cases the tax paj’^er or the community 
at large contributes directly or indirectly towards the develop- 
ment and maintenance of industries, so that it is always 
justified in exercising some sort of control over the affairs of 
the industries whom it grants assistance. 

The various methods of state assistance to industr}’’ will 
be examined in the following section : at this stage we must 
confine our attention to the activities of the Government in the 
Ji^ld of -finance. It is evident that the ulimate goal of these 
activities would .be to make capital available for the develop- 
ment ' of industries. Clearly ' the Government must begin 
by removing the causes of the so called scarcity . 
And, as we have ‘just seen, capital for .industrial develop- 
ment in India is not forthcoming in requi^te amounts not 
because’ there' is any actual scarcity but because the safet}’- and 



322 


INDIAN ECONOMICS 


returns on that capital are very uncertain. In other words 
sfo long • as industry is not in a position to offer certain and 
liigher rewards to the investor, the present scarcity of capital 
will continue. The Qovernment must begin with effective and 
convincing change in their policy. Obviously as all the varioilS" 
factors act and react upon one another, it would be necessary 
to tackle all the problems simultaneously, which once again 
brings us to the necessity of drawing up a comprehensive plan 
of industrial reconstruction. As far as the financial part of that 
plan is concerned we cannot wsualize a better way of solving 
the problem than by setting up industrial banks on the Japanese 
model. These banks should be made responsible for providing 
initial and working capital for new as well as old industrial 
concerns. These banks with their vast resources can afford 
to employ technical experts who examine the possibilities of 
the schemes put before the banks. If a scheme is approi^ed 
by these technical experts, the bank lends its financial support 
to that scheme, so that the very connection of an industrial _ 
bank with a scheme is considered by the investing public as 
a proof of its soundness. In all new industrial enterprises 
which are backed by these banks, the bankers themselves retain 
varying degrees of interest, so that their responsibility does 
not end with the successful flotation of a new concern. As 
holders of stock in those concerns, they are represented on 
their boards and are thus in a position to take part in their 
management. The}’’ thus play the triple role of partners, finan- 
ciers and advisers to the industrial enterprises they come in 
contact with. In such industrial undertakings the efhciency of 
management is naturally assured, and equally naturally the 
prospect of this improvement stimulates the investor to acdoj^.^ 
The recommendations of the Industrial Finance Committee 
recently appointed by the United Provinces Government show 
that the trend of thought of our financiers and administrator is 
already in the direction of industrial banks. 

The constitution of industrial banks. As the fate of 
industrial banks would be linked up with the fate of industries 



FACTORS IN INDUSTRIAlv DEVELOPIMENT 


323 


themselves (which are not much in . investor’s favour at the 
moment) the very flotation of these banks would be almost im- 
l^ossible without the assistance of the State. That assistance the 
Stale can give (as has been recommended b}' the United Pro- 
v};rces Industrial Finance Committee) by guaranteeing , a 
minimum return on the share capital, or by subscribing a part 
of capital, or preferably by adopting both the methods at once. 
B}’' these means apart from ensuring the successful launching 
of the bank the Government would be in a position to direct 
and control the bank, and through the bank industry itself. 
The question at this stage arises : should these banks be of 
provincial or all-India character ? Although constitutionally 
industrial development is a function of pro\dncial governments 
and there is a tendenc}^ in every province to go its own wa}^ 
in economic matters, everything can be said against and 
nothing in favour of provincial enterprise in the field of in- 
dustrial banking. To start with, it will be noticed that national 
economic planning and co-ordination of regional effort is im- 
possible in a s^^'stem of independent provincial control. Thus 
unfder this system duplication of activities with resultant over- 
production in one field and the entire neglect of other activities 
of great national importance is bound to arise under separate 
provincial action ; and this can be avoided only by the unifica- 
tion of control under the Central Government. Again, the 
success of industrial banks would hinge on the work of technical 
expert and the resources of provincial banks may be too meagre 
to allow of the employment of men of the first calibre ; and if 
they are somehow employed, the ambitions of the provinces 
may result in needless duplication. And, lastly, in order to 
bring about the development of industries in the country with 
dmfe care and despatch the industrial banks must have ample 
risources, and the provincial governments may not be in a posi- 
tion to meet these requirements without borrowing from the 
Central Government. When all these facts are taken into 
account it becomes obvious that only a central financing organi- 
zation controlled by the Central Government itself can meet 
t?je vast requirements of Indian industry. Needless to add, 
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such a central organization ’ may be established and worked on 
the model of the Reserve Bank of India with its branches not 
in various artificially created circles but in all the major pro- 
vinces. The co-operation of central and provincial govern- 
ments on the one hand and of all the provincial governments 
among themselves oh the other would be necessary for the 
success of the scheme, and this cooperation can be brought 
about through the agency of a central industrial banking in- 
stitution. In a nutshell, the industrial bank would be an agency 
through which the Government would translate its programme 
of industrial development into action. Again, it would be an 
agency which would mobilize all the capital resources of the 
community for the development of industry. 

The employment of foreign capital. But for the 
successful development of industries in the country we must not 
depend too much upon efiicient management alone : as 
will be shown in the following section, governmental action in 
a number of other spheres will be necessary, and if action in 
those fields is forthcoming simultaneously, we may confidently 
look forward to the dawn of an era of industrial prosperity. 
The safety, of capital and certainty in regard to good return 
thereon is likely to induce many a hoarder of coin and bullion 
to invest his hoards in remunerative enterprises. It may thus 
be taken as fairly certain that all the requirements of industry 
in the matter of capital can be met from the country’s own 
resources. But if for some reason the supply of capital lags 
behind the demand for it, it would always be possible for the 
government to make up the deficiency by borrowing funds 
abroad and investing them in industry through the agency of 
the industrial bank. The Government has in the past con- 
structed railways and canals and waged wars with funds 
borrowed from foreign countries, and there is no reason why 'it 
should not resort to those means for developing industries also. 
It must be admitted that it is always better to employ 
indigenous capital as far as possible ' owing to various 
political and economic disadvantages that inevitably come in 
the trail of -foreign . loans ; but ’ political disadvantages apart,- 
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it is always economically advantageous for a countr}!- to develop 
its resources b}’' means of borrowed capital than not to develop 
them at all. 

Disadvantages of the employment of foreign capital by 

•foreigners themselves. But if on account of the scarcity of 
inVestable capital in the country foreign capital is to be 
emplo3'-ed, the least objectionable tvay would be to employ it 
through the agency of the people or the Government, as in 
that case tlie foreigner capitalist gets bare interest on his capital 
while the control of the industry in which it is employed re- 
mains in the hands of the borrowing nation. On the other 

hand the investment of capital in industry by foreigners them- 
selves is, under certain conditions, full of danger to the 
economic well-being of the people and should be resisted at 

all cost. The most serious objection against this method of 

developing the industries of the country is that under this 
system profits necessarily leave the country so that the country 
gains only to the extent of the wages of labour of none too 
highly skilled variety. As profits leave the country its capital 
r'ei^ources are not given a chance to develop, with the result 
that the further expansion of industry depends upon the tender 
mercies of the foreigner. Again if industries are allowed to be 
controlled by foreigners, the problem of unemployment among 
the educated classes far from being solved would become more 
acute. If proofs are needed in support of this contention, we 
w'ould only mention the fact that ordinary salesmen and petty 
clerks are being imported in thousands by the foreign firms 
already operating in India ; and it is difhcult to see how they 
can be induced to adopt a more friendly attitude towards the 
people of the country on whose custom they are dependent for 
their livelihood. There are also political dangers to be 
f^^koned in .the case of a country like India inasmuch as foreign 
vested interests have always been the greatest opponents of 
India’s political advancement. 

Some supposed advantages. The question of the 
employment of foreign capital by foreigners themselves was_ 
examined by the Indian Fiscal Commission who gave their 



INDIAN ECONOMICS 


326 

blessings to this system by saying that “apart from the in- 
trinsic benefits of increased supplies of capital, the foreigner 
who brings his capital to India supplies India with many things 
of which at her present stage she stands greatly in need. It 
is on the whole the foreign capitalist who imports into tlfe 
country the technical knowledge and the organization which 
are needed to give an impetus to industrial development. It is 
to him that we must look largely at first for the introduction 
of new industries and for instruction in the economics of mass 
production. By admitting foreign capital freely India admits 
the most up-to-date methods and the newest ideas, and. the 
benefits by adopting those methods and assimilating those ideas. 
If she tried to exclude them, the policy of industrialization 
which we contemplate could with difficulty be brought to a 
really successful pitch. We hold, therefore, that from the 
economic point of view all the advantages which we anticipate 
from a policy of increased industrialization would be accen- 
tuated by the free utilization of foreign capital and foreign 
resources.”'" These recommendations were later on endorsed 
without any reservation by the External Capital Committet'/ 
It is not difficult to detect obvious fallacies in these recom- 
mendations. To begin with, the assertion that it is “the foreign 
capitalist who imports into the country the technical knowledge 
and the organization which are needed to give an impetus to in- 
dustrial development” is wholly wrong and misleading. Except 
in a few industries, such as fine chemical manufacture, technical 
knowledge has become a marketable commodity which an 5 ’-one 
who has the requisite price to pay can buy. Were this not the 
case, whole nations would have been to-day without man}’- indus- 
tries employing highly scientific processes. In India itself indus- 
tries based on highly technical processes (such as steel manufac- 
ture) have been established without the least intervention -31 
foreign capital. Again, the Commission was wholly wrong in its 
assertions regarding the acquisition of technical Icnowledge by 
the people of India from foreigners carrying on manufacturing 


* See Report, par. 289. 
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operations in this country. Anyone with ordinary common 
sense would hardly believe that these foreign concerns would 
willingly teach Indians their technique so that the latter might 
set up rival establishments in India. As regards the assertion 
•thjit “we must look largely to foreign capitalist for the introduc- 
ti'on of new industries and for instruction in the economies of 
mass production”, the Commission ought to have known that 
the demand for the products of some of those industries in which 
mass production methods are applicable is limited, and that a 
single factory set up on tliese lines w'ould not only be able to 
meet the entire requirements of the country to the complete 
exclusion of foreign articles but would actually have to find 
foreign markets for considerable amounts of surplus product. In 
these circumstances what useful purpose is going to be served 
by instructing Indians in the science of mass production ? And 
finally tlie assertion that “by admitting foreign capital freely 
India admits the most up-to-date methods and the newest ideas, 
and she benefits by adopting those methods and assimilating 
thpse ideas” is altogether wrong and misleading inasmuch as 
'll? is based on the assumption that Indians as a race are incapable 
of producing new and original ideas.' British industry had a 
start of nearly three-quarters of a century over its foreign rivals; 
but there is no evidence to show that any of the great industrial 
nations of modern times had to invite British capital and enter- 
prise in order to be able to learn in a systematic manner the arts 
of manufacture. If other countries have progressed without 
surrendering the control of .their industries to foreign capitalists 
and adventurers, India also can and must do tlie same. 

Different degrees of disadvantages. But the disadvantages 
inherent in the system of foreign industrial enterprise in a 
cou_jitry like India differ according to the nature of the industry, 
'f^here are certain industries (such as aluminium and heavy 
chemical industries) which tend to be run on mass production 
lines. Once an establishment belonging to this class of. industries 
is set up in the country -by foreigners, there is no .room left for ’’ 
indigenous enterprise. Such foreign monopolies should,'- If-' 
possible, never be allowed to come into existence. Again there 
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^re certain industries (sucli as the . manufacture of -matches) 
which though not subject to mass production methods are yet 
being conti'olled by giant trusts iii' foreign countries. The re- 
sources of tliese trusts are so vast that once they are allowed to 
operate in a country local enterprise iSj in the absence of some, 
kind of state control and regulation of trade, completely 
eliminated. This case is as bad as the former one, so that the 
incursions of foreign capital in this field must be checked. Then 
there are some industries which. are dependent upon exhaustible 
natural resources (such as minerals) of the country. When it 
can be established that such resources are likely to fall in the 
hands of foreigners to the entire exclusion of local enterprise 
and that the foreign monopoly thus established would result in 
the exploitation of the people, such enterprises should be dis- 
couraged even if those natural resource's remain unused for a 
long time. And lastly there are ordinary industries in which 
neither a monopoly is established nor are the exhaustible 
natural resources exploited. The only objection against such 
industries is that they restrict the scope for indigenous enter- 
prise and their profits leave the country. 

Prevention or control ? But it is not possible to prevent 
the foreigner from carrying on manufacturing operation in the 
country. It is not possible because a foreigner domiciled in India 
can, through partnership with foreign capitalists, start and 
control industrial enterprises in India. In some cases it is- not 
even desirable because (in the case of ordinary competitive enter- 
prises) the presence of the more efficient foreigner would alw^ays 
be a guarantee against slaclcness and incompetence among the 
Indian concerns. Our object in all circumstances should be to 
prevent the foreigner from - acquiring complete control of entire 
industries and individual industrial enterprises. This can 
obviously be done if Indians are given an opportunity to take- 
part in financing all the industrial enterprises that are launched 
for carrying on operations in India and by stipulating that more 
than half the directors of the concerns should be Indians. In 
other words foreign capital can be prevented from controlling 
industries by compelling it to be invested in rupee companies 
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and under ultimate Indian control, though immediate technical 
control may, by virtue of their superior technical knowledge 
and organization; be vested in foreigners. This is the least and 
also possibly the best that can be done to prevent foreign 
Cf^pital from acquiring the control of manufacturing industries 
in' India. 

' But so far the Government has done nothing in the matter ; 
on the contrary it has been actually treating foreign capitalists 
more favourably by granting concessions, grants and technical 
assistance. The recent advent of Imperial Chemical Industries 
(which is a British trust) in the field of heavy chemical manu- 
facture in the Punjab b}’- the grant of valuable mining and other 
concessions is a case in point, and sho^vs how far the Govern- 
ment is even now prepared to go towards helping foreign in- 
dustristists against the interests of the countr5’- in general and 
of all manufacturing industries (which \vill henceforth be 
dependent on this trust for the supply of all sorts of chemicals) 
in particular. Tliis is an excellent illustration of the present 
policy of the Government of India in relation to foreign capital 
if? vestment. 

The meaning and Scope of State action. ^ Since the 
dawn of history state action has been an important factor in the 
development of industries in a country. In the Early and 
Middle age's it took the form of royal patronage in every 
civilized country. TJien came the importation and settlement 
of foreign' artisans under state protection for the introduction 
and development of new industries. This naturally led to the 
protection of infant industries by the imposition of protective 
and sometimes prohibitive duties. “With the application of 
power and machinery to manufacturing processes and with the 
e^ension of markets consequent upon the mechanization of 
t^nsport there ensued the scrambling for markets, and now we 
find that there is hardly any branch of industrial activity which 
does not necessitate State action in one form or other. 

We have already seen that adequate supply of raw materials, 
cheap electrical power and capital are necessary factors in 
modern industrial development, and 'that these factors are in 
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a large measure tliemselves dependent upon State action in their 
respective spheres. It will be shown in the following chapter 
that tlie supply of the requisite quantities of suitable labour 
(which is another factor in industrial development) is likewise 
dependent to a large extent upon State action in various sphcrcf?. 
It shows that State action is a factor upon which other factors 
in industrial development are wholly or partly dependent. We 
need not again dwell upon the part which the State is expected 
to play in the provision of raw materials, power and capital. 
As regards labour, it will lie shown in the next chapter that a 
constant supply of skilled and educated labour is necessary to 
enable industries to compete with their foreign rivals, and that 
the responsiliility of educating labour and taking measures for 
maintaining its supply rests to a large extent upon the State. 
Again, in a country like India where technical knowledge is 
poor and enterprise scarce, it is the duty of the State to demon- 
strate the possibilities of various new industries by means of 
demonstration and pioneer factories. Research work is equally 
necessary to help the manufacturing industries firstly to start 
operations and secondly to enable them to improve thefr 
technique. As modern manufacturing operations necessitate 
production on a large scale, certain industries may find it 
necessary to rely upon foreign markets, so that in such circum- 
stances State assistance in the field of developing foreign markets 
becomes necessary. Thus most of the activities of the State in 
the domain of industry are calculated to overcome the handicap 
of inexperience and to face the menance of unfair foreign 
competition (through the depreciation of foreign currencies, 
dumping and other factors). It most often begins with as well 
as finds its consummation in enabling the manufacturing 
industries to face foreign competition by the imposition of pro- 
tective duties and the grant of bounties and subsidies. 

Industrial Policy of the East India Company. We 
have seen that it was under the rule of the East India Company 
that all the great national industries of India declined and that 
nothing was done to re-establish any industry on modern lines 
except the iron and steel iiidustiy. The fact that the Company 
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was anxious to establish the basic industry of iron and steel 
does not suggest that it was trying to lay the foundations of 
industr}'' in India on scientific lines : rather it proves that it 
was willing to assist only those industries which were either 
J r.^ely to be useful to IBritain or those whose development was 
liot likely to damage British interests, and only the iron and 
steel industry happened to satisfy that condition at the time. 
The Company thus planned its industrial policy solely in the 
interests of Britain and not of India. At the same time it did 
not place any positive obstacle in the way of the development 
of industries in India. 

Laissez-faire policy under the Crown. The introduction 
of the direct rule of the Crown in 1858 did not herald the dawn 
of a new era for industries in India ; on the other hand tliere 
is reason to believe that the change was followed by an actual 
set-back. But by the time the Crown took over the control 
of government, conditions in India had become more favourable 
for industrial development. The Western system of education 
^had been introduced ; the knowledge of chemical and physical 
sfiences had been spreading ; long continued peace and the 
expansion of foreign trade had brought about the accumulation 
of capital. The development of industries received further im- 
petus from the construction of railways which was started 
during the second half of the nineteenth century as well as the 
establishment of the Department of Geological Survey which led 
to the discovery of important mineral deposits and thus helped 
to bring about the development of industries. 

But the Government did not give any kind of direct 
assistance to industries. The education which it provided was 
of a purely literary type, and almost nothing was done to 
impart technical training. The railways, far from descriminat- 
iu.g in favour of Indian manufactures, were actually discriminat- 
ing against them and in favour of imported goods — indeed as 
they do up to the present day. Pioneering, demonstration and 
research, which are so essential in an industrially backward 
country, were unknown for a long time. And finally, as 
legards fiscal policy it may be said that not only was it never 
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regulated according to the needs of the newl5’--established in- 
dustries but it was actually manipulated in favour of British 
manufactures in complete disregard of Government’s own, 
financial requirements. This- indifference towards the develop- 
ment of industries continued right up to the end of the nine^^ 
teenth century, and if some industries (such as cotton, jute, 
leather, and iron) were developed during this period, that pro- 
gress was made in spite of Government’s apathy. 

Change iii Government’s attitude towards industrial 
development. The first attempt to help industries directly 
w’as made in Madras in 1898 when Mr'. Alfred Chatterton 
succeeded in obtaining a small grant from the Madras Govern- 
ment to demonstrate the possibility of manufacturing aluminium 
utensils from imported metal. The experiment proved to be 
successful, and in 1900 the Secretary of State sanctioned the' 
appointment of Mr. Chatterton for a period of three years in 
order to organize the various technical trades and industries 
in the Presidency. In the beginning of - the present century, 
some changes became noticeable in the policy of the Central 
Government also. In 1905 for the first time a separate Depart^ 
ment of Commerce and Industry was created by the Govern- 
ment of India. But a set back was soon to come, so that these 
manifestations of change in the policy of the Central Govern- 
ment did not yield anything worth reckoning. Meanwhile the 
Madras Government was going ahead with . its programme of 
industrial development which included such activities as the' 
development of handloom weaving, chrome tanning, metal 
working, engineering and others. These initial successes of the 
Madras Government made the Government of the United 
Provinces sympathetic towards similar experiments, and it 
embarked upon a programme of its own in 1908. It began to 
grant loans and other forms of financial assistance with a genei> 
ous hand ; it assisted the sugar industry and set up a pioneer 
oil mill at Cawnpore. It -u'ould have gone further had not the 
Secretary of State suddenly compelled them to suspend all their 
activities. In 1909 the Madras Government had proposed to the 
Secretary of State the appointment of a Director of Industries, 
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the ' establishment of a bureau of industrial information 
and an industrial museum, in to which the Secre- 
tary of State (Lord ^lorle}^) in his famous despatch 
of July 29, 1910, ordered the IMadras Government to confine 
-^•.eir action strictl}'' to industrial instruction and to suspend 
their activities in all other directions. As a result of this 
despatch not only the Madras Government but also the Central 
Government and the Government of the United Provinces were 
obliged to drop all the schemes of industrial development they 
had in hand. 

Industrial Policy during the war. When the Great War 
broke out in J914, India found herself unprepared to face the 
situation created thereby. India being almost completely 
dependent upon foreign countries for the supplj’’ of manufactured 
articles, her economic life was parah-sed when the imports of 
these articles gradually ceased. The Government too began 
to feel the scarcity of certain articles of military importance 
which could no longer be procured in desired quantities.' 
Naturally this state of affairs compelled the Government to over- 
'ifiaul their whole industrial policy. In preparation for this step 
the Government of India sent a despatch in November, 1915, 
to the Secretaiy of State pointing out that ‘‘a definite and self- 
conscious policy of improving the industrial capabilities of 
India will have to be pursued after the war, unless she is to 
become more and more a dumping ground for the manufac- 
tures of foreign countries”, and suggesting that "after the war 
India will consider herself entitled to demand the utmost help 
which the ■ Government can afford to enable her to take her 
place, so far as circumstances permit, as a manufacturing 
country”. 

j In the meanwhile, in order to make up the deficiency in the 
Supply of various kinds of war materials as well as materials 
of industrial importance the Government set up in April, 1917 
the Indian Munitions Board. The Board organized the manu- 
facture of certain articles which were not either manufactured 
in India at all or whose local supplies were inadequate. As the 
main object of the Board was to organize the manufacture 
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of war materials and of socli manufactured articles as were 
required to enable the industries of the country to carry on 
operations as smoothly as possible under the circumstances, we 
may say that the Board helped the manufacturing industries of 
the country only indirectly. But it must be conceded thaU’ 
without this help the industries in India would have suffered 
a great deal for want of various basic articles. The results of 
these activities were far-reaching. Encouraged by various 
facilities available at the moment and by extravagant promises 
regarding Government’s industrial policy after the war, a num- 
ber of new industries came into existence. But immediately 
after the war the Government forgot all about the existence of 
these new enterprises which its promises had brought to life, 
so that with the increasing severity of foreign competition most 
of them were compelled to close down. 

The appointment and Report of the Industrial Com- 
mission. We have just referred to the war-time resolve of 
the Government to help Indian industry actively on the termina- 
tion of hostilities ; it would thus appear that the- industri^^"'’ 
established during the war were allowed to decline during the 
post-war period in spite of the Government’s war-time resolves 
and promises. But while the war was going on, the Govern- 
ment lost no opportunity of demonstrating its desire to develop 
the manufacturing industries in India. The appointment of the 
Munitions Board was a war-time measure ; in preparation for 
laying the foundations of a more permanent industrial policy the 
Government announced in 1917 the appointment of the Industrial 
Commission. This Commission was entrusted with the task of 
enquiring whether and, if so, in what manner. Government 
should give” direct encouragement to industrial development by 
(i) offering technical advice, (2) demonstrating the practical--' 
possibilities of particular industries, (3) giving direct or indirect 
financial assistance, or (4) any other means which were not in- 
compatible with the existing fiscal policy of the Government. 

The Commission made a sifting enquiry into the industrial 
requirements and resources of India, and in their Report out- 
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lined a plan of action which was based on tlie assump- 
tion that without state intervention the development of 
industries in India could not proceed at the pace necessitated by 
the requirements and warranted by the resources of the country. 
X>.?ir Report covered every field of state activity in relation to 
industry, except the most important of all, the fiscal policy 
of the Government, and they were prevented from discussing 
fiscal _^measures by their terms of reference. However, in spite 
of this handicap, they produced a plan of industrial develop- 
ment which, though far from being scientific or even logical 
in its constnrctive efforts, should have provided an excellent 
ground for laying the foundations of Government’s industrial 
policy. 

The Commission after making useful recommendations with 
a vieW' to ensuring adequate supplies of agricultural, forest and 
mineral products proceeded to examine the bearing of various 
material deficiencies on the development of industries, and i‘e- 
commended that steps should be taken immediately to establish 
"Arious key or basic industries and to sun^ey the possibilities 
of hydro-electric power develojiment in order to develop indus- 
tries in the areas far off from the coalfields. They further re- 
commended that facilities for scientific research and technical 
education should be provided, and with this end in view they 
proposed that- the Government should establish Imperial 
Services to which scientific and technical experts may be re- 
cruited. Research Institutes were to be established at some of 
the chief centres of industr}'' so as to bring them in direct touch 
with the technical problems facing an industry or industrial 
establishment. Again, local Governments were required to 
provide facilities for primary and industrial education for the 
ai^-isan classes by establishing industrial schools. As regards 
higher technical education, the Commission suggested schemes 
for the establishment of institutions specializing in engineering, 
metallurgy, mining, technology and others. The Commission 
attached great importance to tlie purchase of Government stores 
in India itself as a method of helping industries, and accordingly 
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recommended that the railways and Government departments 
should, as far as possible, obtain their supplies from Indian 
manufacturers. In order to demonstrate the possibilities of 
various new industries the Commission recommended that the 
Government should set up demonstration and pioneer factories 
in suitable localities. As regards the financing of industry, the 
Commission recommended that industrial banks may be set up, 
that in case of loans from the banks for current finance the 
Government may stand as security, and that in certain cases the 
Government should provide direct financial aid in the form of 
guarantee of dividends, loans of funds for initial and current 
finance, or direct contribution to the share capital, and by 
undertaking to purchase a definite amount of output. 

These proposals of the Commission were designed to be 
either provincial or Imperial (all India) in scope. In dealing 
with those which belonged to the provincial sphere, the Com- 
mission recommended the creation of specialized Departments 
of Industries. For the “direction and co-ordination of- the 
general industrial polic}'' of* the countr}’’ and the proper per- 
formance of certain functions of high national importance”, the 
Commission recommended the creation of a separate Imperial 
Department of Industries. And, finally, in connection with the 
nation-wide activities of the Imperial Department, the Commis- 
sion suggested the creation of an Imperial Industrial Service. 

The Reform Act of 1919 in relation to Industrial 
development. It is obvious that the Industrial Commission did 
not offer a comprehensive plan of industrial reconstruction and 
that at best they suggested only haphazard action in certain 
spheres, so that even the acceptance of the Report in its entirety 
by the Government would not have resulted in the developmept 
of industries according to the potentialities and requirements' of 
the country. Yet it must be conceded that the recommendations 
of the Commission marked a great advance upon the policy 
hitherto followed by the Government. However, the Report 
was given a warm reception both by the Government and the 
counti'y at large. But the situation was completely changed 
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by the Reform Act of 1919, which granted partial autonomy 
to the provinces. It was into these new political arrangements 
that the scheme of industrial development as offered bv the 
Industnal Commission had to be fitted. It was now to be 
dCfennined whether the development of industries should remain 
an imperial subject, or whether it should be decentralized and 
put under the control of the provincial Governments. The 
Government of India, taking into account the limited means at 
the disposal of the provinces in contrast to the great magnitude 
of the problem, fought hard for the centralization of state action. 
But in vain. In so far as the activities of the Central Govern- 
ment were concerned, a central subject dealing with the deve- 
lopment of industries in cases where such “development by 
central authority is declared by order of the Governor-General 
in Council, made after consultation with the Local Government 
or Local Governments concerned, expedient in the public 
interests” was introduced. The control of mineral development 
was, under certain conditions, also reserved for the central 
Gl^'ernment. 

It will be noticed that opportunities for direct action fell 
mostly to the lot of the provinces, notwithstanding the fact that 
they could not be expected to discharge their duties according 
to the requirements of the occasion owing to the inadequacy 
of their financial resources for such costly activities as the direct 
or indirect financing of industrial enterprises, the installation 
of model and demonstration factories, the provision of facilities) 
for scientific research, or even the appointment of technical 
experts and specialists who in the scheme proposed by the 
Industrial Commission were expected to play a part of out- 
standing importance. Again, the provincial Governments, 
uLlfch were independent of each other and even of the Central 
Government in the field of transferred subjects, could not be 
expected to frame their policy according to the requirem'ents 
of the whole country. There has been thus no national policy 
behind the activities of the State during the years that have 
elapsed since the Reform Act of 1919 came into operation. The 
consequences of this lack of policy and co-ordinated effort have 
22 
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been far reaching : as will be shown in the following pages, 
India has made little industrial progress since the war in spite 
of the fact that the development of industries is supposed to be 
under popular control. 

Recommendations of the Fiscal Commission. The most 
serious drawback in the Industrial Commission’s programme was 
that it was drawn up without reference to the Government’s 
fiscal policy. The Government of India did not enjoy, indeed 
it does not enjoy up to the present day, the authority to shape 
its fiscal policy quite independently of the wishes of the 
Secretar}'- of State. The Secretary of State in his despatch of 
June 30, 1921, had granted permission to the Government to 
shape their fiscal policy according to the requirements of India, 
but the newly-won liberty in matters relating to fiscal policy 
proved, as transpired later on, to be illusory. However, armed 
with the Secretary of State’s despatch, the Government 
appointed in October, 1921, a Royal Commission to recommend 
a fiscal policy that they might adopt in the interests of 
manufacturing industries. 

The Fiscal Commission, after establishing the obvious case 
for the development of industries, proceeded to show (i) -that 
in spite of various natural advantages new industries cannot be 
introduced and developed in an industrially young country when 
those industries have to compete against fully developed rivals ; 
(2) that protective duties are necessary to neutralize the effects 
of an earlier start, and (3) that these protective duties should 
be resorted to only in the case of those industries which, can 
eventually face foreign competition without protective tariffs, 
or which are necessary for the safety of the nation. These 
arguments of the Commission led to the recommendation that 
“a policy of protection to be applied with discrimination” 
should be adopted by the Government in order to stimulate 
the development of industries in India, According to this 
recommendation only those industries were to be considered 
entitled to receive protection which could prove their ability 
eventually to face world competition without the assistance of 
protective tariffs, and the amount and duration of protection 
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-were to be the minimum possible consistent with the ideal of 
just enabling the industries to stand on their own legs. The 
Commission further recommended that, subject to the above- 
mentioned conditions, non-basic industries may be assisted by 
-:T'i!eans of import tariffs, and that basic industries may be assisted 
cliieflj' by means of bounties. In order to enable the Govern- 
ment to carry out the above policy, the Commission recom- 
mended the creation of a permanent Tariff Board to whom, 
among other things, the duty of examining the claims of various 
industries to protection and of watching the operations of tariffs 
and bounties was to be entrusted. The Commission suggested 
that the Tariff Board in dealing with the claims of various 
industries for protection should satisfy itself : (a) that the 

industr}'- possessed natural advantages, (b) that without the help 
of protection it was not likely to develop at all or not so rapidly 
as was desirable, and (c) that it will eventually be able to face 
world competition without protection. 

Fiscal Commission’s recommendations in relation to 
fecal policy. The recommendations of the Fiscal Commission 
vrere accepted by the Government of India, and are now sup- 
posed to form the basis of its fiscal policy. The question arises : 
are the principles underlying these main recommendations of 
the Commission scientifically sound, and are these recommenda- 
tions likely to meet the requirements of the country? As no 
useful purpose would be served by establishing those industries 
which are neither necessary for national defence nor are the 
conditions for whose establishment so favourable in India as 
in foreign countries, we should have no hesitation in accepting 
the principle of “discriminating protection” as the key-stone 
of India’s fiscal policy. The methods prescribed by the Com- 
j^ission for helping various kinds of industries are also 
undoubtedly sound. And, finally, the machinery proposed by 
them in connection with their recommendations was probably 
the most efficacious under the circumstances. Its merits had 
already been proved in the United States and other countries. 

But in spite of all this the policy propounded by the 
Commission could not be expected to stimulate the growth of 
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industries. The Commission took only the requirements of the 
industries that already existed into consideration — so much so 
that it actually went to the limit of recommending that no State 
assistance by means of bounties and protective duties should 
be given to industries which have yet to be established. In'' 
other words the Commission expected that people shoiij.d first 
invest lakhs and in some cases crores of rupees in setting up 
industrial establishments, work at a loss for some time and then 
wait till the Tariff Board could announce its decision in its own 
leisurely manner for or against the grant of protection. 

It was on these worthless foundations that the fiscal policy 
of India was destined to be laid — the policy which was expected 
to expedite the development of industries. The plain fact is 
that the Commission never suggested a really constructive 
policy : they merely suggested some fiscal measures to keep 
some of the existing industries alive. In these circumstances 
their recommendations could not serve as the basis of a really 
reconstructive polic}’', and the record of industrial progress 
during the past twelve years provides concrete proofs in support) 
of this contention. '■ 

Developments under the Reformed Constitution. The 

new Reform Act of igig had given the powers of direct action 
in relation to industrial development to the provinces, so that 
the Central Government felt justified in acting as a disinterested 
spectator. In Kebruarj'’ igsi a Central Department of Industries 
was set up, but without an}’- power of direct action. In January 
ig22 the Indian Stores Department was established to act as 
a purchasing and inspection agency for the Central and Local 
Governments, but so far this department has done nothing very 
much to encourage the use of Indian manufactures by the^^ 
Government. Further, in accordance with the recommendations 
of the Fiscal Commission the Indian Tariff Board was appointed 
in July, ig23. As we have seen, the Board has already examined 
the claims of a number of major and minor industries to protec- 
tion, and in some cases some sort of protection has been granted. 
But it is worth noting that the Government has not in all 
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cases granted protection according to the recommendations of 
the Board. 

In the provinces the progress was initially more spectacular. 
By 1921 a Department of Industries had been set up in every 
"■^irovince. In connection with the activities of these depart- 
'ments, pseudo-experts and executive officers were appointed 
with a lavish hand. But behind all these activities there was 
■jio definite programme or policy : nobody knew exactly what 
the goal of all these activities was or what the require- 
ments of the country at large were. However, as far as 
technical and industrial education goes, we may say that the 
’Technological Institute at Cawnpore, the School of Jilming at 
Dhanbad and the Technical Institute at Jamshedpur are the out- 
standing achievements, so that taken as a whole the countrj’’ 
has not made much progress in this direction. The record of 
progress in the field of ..lower technical education is even more 
disappointing as we find that since the introduction of Reforms 
only about half a dozen schools have been started. A very 
large number of schools for training ordinary skilled workmen 
Lave been started in every province, but more than 90 per cent, 
of these schools confine their attention to the training^ of 
craftsmen for cottage industries, and as such can be of little 
help to the organized industries of the country. As regards 
scientific and industrial research, we have the Forest Research 
Institute at Dehradun, the Cawnpore Technological Institute 
and the Indian Institute of Science at Bangalore. Some 
research work is also being done in connection with various 
industries in small Government-aided institutions in various 
pro\dnces ; but as a rule these institutions are poorly equipped, 
and as such cannot be of much help to industry. As far as 
_^echnical assistance to industries in the form of expert advice 
goes, the record of most of the Provincial Departments of 
Industries is almost blank. Only a highly qualified expert can 
give technical advice, and the financial resources of the 
provinces were so paltry tkat ’ the engagement of expensive 
technical experts was out of the question. In the field of 
pioneering and demonstration something has been done in 
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connection with sugar, match, leather-tanning, soap and other 
industries, but it would appear that in all these cases they were 
demonstrating obvious and well-established facts, and as such 
actiwties in this expensive field could not serve any useful 
purpose. However, it was not long before they realized thein- 
mistake and abandoned the toy-factories they had set up. As 
regards financial assistance to industries, we have to record that 
in some of the provinces (such as Madras, Bihar and Orissa 
and the Punjab) Acts regulating the grant of financial assistance 
to industrial concerns are in force, while in others no limitations 
have been imposed upon the activities of the Government in 
this field. But from the annual reports of various provinces 
it appears that so far onl}'’ about Rs. 50 lakhs have been given 
in loans by the provincial Governments. As far as our 
information goes, in only six cases loans above Rs. 1,000,000 
were granted,- so that we may safely ^conclude that organized 
industry has not benifited much from these loans. 

The Causes of failure. From what we have said in the 
preceding pages it is abundantly clear that the Central 'and 
Provincial Governments between themselves have been ren- 
dering assistance to industry by all conceivable means : 
protection has been granted, financial assistance has been given, 
provision has been made for technical and industrial education, 
research institutions have been established, technical assistance 
has been given, and pioneering and demonstration factories 
have been set up. The net result of all these activities has 
been that certain industries have just been able to carry on and 
a couple of industries (match and sugar manufacture) have 
been developed to the extent of the requirements of the country. 
This is undoubtedly a poor achievement, and shows that in 
all these governmental activities, which are constantly paraded 
by the administration and its friends, something vital is lacking. 
The causes of the poverty of results may be summed up in 
one sentence : It is because governmental action has been 
utterly inadequate and because there was no system or plan 
behind that action. The inadequacy of action needs no 
explanation : action in the field of finance, research, pioneering 
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demonstration and technical -education has been taken, but 
it has touched only the fringes of the extensive requirements 
of industry. As far as individual industries are concerned, fiscal 
action has been adequate in some cases while in others it has 
■-rX'cn far from adequate ; but inasmuch as the fiscal polic}’- of 
tiie Government does not encourage the establishment of new 
industries, it is not conceived, far less worked, in the interests 
of industry as a whole. As regards the absence of plan, it 
may be said that the Government has so far failed even to 
realize what its goal in the field of industry is, and conse- 
quently its actions are spasmodic and unsystematic. The 
meaning of this contention and the consequences of this lack 
of policy become clear when we take into consideration the 
case of certain industries and groups of industries. The steel 
industry was awarded protection for a number of years, but 
nothing was done to ensure the expansion of the industry to 
the extent of making the country self-sufficient in the matter 
of steel, which could have been done without much additional 
sacrifice on the part of the consumer or throwing additional 
bjurden on the country’s exchequer. The result of this lack 
of policy has been that India is just as much dependent on 
foreign countries for the supply of steel as she was on- the day 
protection was granted to the steel industry. The absence of 
plan is in a different way illustrated by the grant of protection 
to the sugar industry. We have seen that the grant of protec- 
tion to this industry has resulted in making the country nearly 
self-sufficient in the matter of refined sugar. But while 
protection was granted to the industry, nothing was done to 
ensure the expansion of the industry on sound scientific lines, 
with the result that in the event of the removal of protective 
the closing down of a very large number of unfavourably 
saited mills seems certain. Of course nothing has been done 
to encourage the development of even the most important 
industries of the basic group, with the result that various 
dependent industries find themselves unable to compete with 
their foreign rivals owing to the high cost of basic articles. 
This inadequacy and absence of action shows that the 
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'Government has not the remotest intention of industrializing 
India, and that if certain industries have been established in 
the country during the past fifty or sixty years, that progress 
has been made in spite of the Government’s indifference. 

Suggested lines of State action. If the manufacturing iii>‘ 
dustries are ever to be developed in India on sound, scientific 
lines according to the extent of the country’s natural resources 
and requirements, the Government will have to begin by 
manifesting a complete change in their attitude towards 
industrial development ; in other words the Government must 
be convinced of the absolute urgency and necessity of industrial 
development, and must manifest its willingness to work to that 
end by all means in its power. This change of attitude may 
be followed bj'’ action. As so far no accurate information is 
available regarding the industrial potentialities of India, a 
thorough-going inquiry into the possibilities of each industry 
must be undertaken. This would be the first step in forming 
a plan of industrial development. 

At this stage it may be noted that the formation of a -.plan 
would be necessary if industries are to be developed within 
the shortest possible time, and if the faults connected with the 
uneven development of various industries are to be corrected. 
Without a plan certain important, but highly technical, 
industries (such as certain basic industries) may not be 
developed at all while other industries whose possibilities have 
already been demonstrated may conceivably be over-developed. 
Again, the process of development may be unduly prolonged 
and so the consumer may be required to make disproportionately 
greater sacrifices in the absence of a plan. Russia, where as 
a result of the famous five-j’^ear plan all basic industries were 
fully developed within the short space of five years, provides us 
with an excellent example of the necessity and potentialities 
of a plan. And in India without a plan the development of 
industries will be as slow, haphazard and uneven as it has been 
in the past. 

As the unwillingness of the people to invest capital in 
industries, lack of technical knowledge, and the absence of 
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some of the -important basic industries are the root causes of 
industrial stagnation, the plan of industrial development must 
start providing remedies for these anomalies. There is no 
doubt that immediately steps are taken to rehabilitate and 
'-^Y<c»tect industries so as to enable them to give adequate returns 
on investment, industry will cease to experience, any scarcity of 
capital. But if in spite of these developments a new industry 
•does not attract requisite amounts of capital, the plan must 
provide for the financing of that industr)' by the State itself. 
This would be all the more necessar}’- in the case of basic in- 
dustries on which other industries will inevitably be dependent. 
In fact it seems that the development of basic industries should 
be the first concern of the Government. As some of the 
industries which have yet to be developed are based on highly 
technical processes, the plan must provide for technical 
assistance to these industries b}’’ the State at its own expense. 

But all the facilities relating to finance and technical 
assistance would come to nothing if the Government does not 
^h.ape its fiscal policj’^ according to the requirements of each 
industry. Industries in India will have to compete with long- 
•established industries in foreign countries, and unless the}>- are 
protected from foreign competition, no amount of facilities in 
other fields would induce people to invest their capital in new 
ventures. The plan of industrial development therefore must 
include the award of protection to all old and new industries 
provided the preliminary surve}’- has proved that those industries 
Avill eventually be able to stand on their own legs. Again, the 
plan must provide against all possibilities of dumping by 
foreign countries. ’ It is a well-known fact that since the war 
India has become the dumping ground of all the manufacturing 
countries in the world. The grant of protection according to 
tiie difference in the cost of production will not be of much use 
in such cases : the plan must provide a suitable machinery for 
dealing with such cases according to the requirements of the 
occasion. 

Apart from the provision of facilities in connection with 
finance, basic industries, technical assistance and fiscal action, 
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which must serve as the foundations of industrial structure, the 
plan must also provide for facilities in connection with technical 
education, transport, power generation, industrial housing, and 
acquisition of land for industrial purposes ; for unless facilities 
for technical education of both higher and lower types are- 
provided, the quality of output will compare unfavourably with 
the quality of foreign articles ; in the absence of cheap and 
adequate transport (both land and water) the industries will 
be handicapped in the matter of marketing costs ; unless .cheap 
power is available (which can be done only by the development 
of hydro-electric power and the establishment of central 
generating stations in the coal zone) the high cost of power 
will militate against the development of industries ; in the 
absence of adequate housing facilities industrial labour will 
remain inefficient ; and unless facilities for the acquisition of 
land for setting up factories in suitable localities are proffided, 
either the factory owners will have to pay exorbitant prices for 
land or they will be compelled to set up factories in unsuitable 
localities, so that in both cases industrial development will be 
retarded. Lastly, it maj^ be necessary to adopt special measured 
in order to ensure the growth of each individual industry. We 
have already referred to the necessity of awarding protection to 
infant industries. But in the case of certain industries success 
may depend upon constant technical improvements which may 
be too expensive for any individual concern to initiate. In 
such cases research facilities must be provided by the State 
itself. Then there are certain industries which are based 
entirely on forest and mineral products ; but as in India the 
forest and mineral rights are most often vested in the State, it 
may 'be necessary for the Government to encourage the develop- 
ment of these industries by granting forest and mineral 
concessions on favourable terms. And, finally, as the future of 
certain industries is dependent upon the quality and amount of 
agricultural, animal and forest products available in the 
country, it may be necessary for the Government to help those 
industries by taking measure with a view to ensuring the 
supply of those materials in desired quantities. 



FACTORS IN INDUSTRRVL DEVELOPMENT 


347 


The necessity for simultaneous action. The various 
general and special measure suggested above must not be 
expected to yield the desired result unless thej’- are all taken 
in hand simultaneously. The adoption of various parts of the 
p'’pn in a haphazard sort of way would serve little useful 
purpose : in fact it may be said without exaggeration that in 
the case of certain industries the omission of one single item 
is likely to nullify the effects of all the constructive measures 
put together. In other words, if industrj’- is to be developed in 
India according to the extent of the requirements and natural 
resources of the country, the goal will be achieved quickly and 
with the least amount of effort and sacrifice only when a 
definite programme of action has been chalked out by the 
Government. Without such a programme or plan the progress 
will be as slow^ uneven and unstable as it has been in the past. 


Political freedom as the essential condition of industrial 
progress. But it would be idle to expect planned action in the 
field of industrj’- so long as the political^ machinery of the 
c<^intry remains under the direct or indirect control of Britain. 
B'ntain’s economic and political future being bound up with 
her industrial and commercial supremacy, the development of 
manufacturing industries in India would obviously be against 
her ruler’s interests. Hence the subordination of Indian 
industrialization to the interests of British commerce and 
industr}’’ in the past which is reflected in the lack of policy and 
action on the part of Indian Government even at the present 
time. Hence also all those safeguards and reservations in the 
Government of India Act of 1935 which is supposed (by its 
authors and their henchmen) to bestow the blessing of self- 
government upon India. To give but a few examples, according 
■ to the new Act India must not discriminate against Britain in 

• 'a 

ahj'^ manner in the economic .field. The result of these 
provisions will be that India will be turned, more than 
ever, into a dumping ground for British goods. Again, as the 
Act puts the borrowing powers of the Provincial and Central 
Governments ultimately into the hands of the Governors and 
Governor General (who, we may presume, will also be 
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Britishers), the possibility of using borrowed funds for financing 
various nation-building activities, especially industrial develop- 
ment, would be more or less completely cut out ; and we have 
seen that without the direct or indirect participation of the 
State the development of industries in India is not possible. 
Even if borrowing could be completely avoided, the formulation 
and enforcement of a plan of industrial development would 
necessitate legislative enactment ; and there is no reason to 
suppose that all the Governors and Governors General would 
be turned into archangels so as to give their approval to the 
measures that are likely to do some damage to the industries 
and commerce of their own native land. The Act gives them 
ample powers to withhold their consent to “obnoxious” 
legislation, and it should always be possible to stigmatize the 
provisions of a bill as against any particular section of the 
community,^ and consequently of the country as .a whole. And 
lastly, it may be possible to bring about the development of 
industries through the agency of public finance ; but while 
even in normal circumstances this method has its limitations, 
under the new constitution it would be impossible to exploit, it 
in India owing to the peculiar allocation of the sources of 
revenues (betu^een the Central and Provincial Governments) as 
well as on account of the fact that the Eegislature will have 
no control over more than 8o per cent, of the expenditure of 
the Central Government. In other words the revenues of the 
Provincial Governments will be inelastic or unexpandable while 
those of the Central Government will remain preponderatingly 
outside 'popular control. 

In the circumstances outlined above we must not expect 
great improvements in the field of industry under the new 
Constitution. The fact of the matter is that, as the interests 
of British and Indian industries must always clash at evdry 
step, no improvement in the field of industry will take place in 
India so long as the Indian people are not the complete masters 
of their political destiny.. 



CHAPTER XV 


LABOUR IN ORGANIZED INDUSTRIES. 

The scope and importance of the subject. The problems 
of industrial labour ma}’- be studied from two points of view, 
viz. subjective and objective. But these two lines of stud}^ 
are so inextricably mixed up that it is not possible to take them 
up separate!}’’ The reason is obvious : as will become abun- 
dantl}’ clear in the course of the present chapter, the welfare 
of the worker is governed bj’’ and in turn reacts upon various 
material factors. However, as labour is a necessarj* factor in in- 
dustrial production and development, we propose to discuss 
its problems from the objective point of view in the first instance 
and to examine the subjective side only in relation to produc- 
tion itself. The main lines of inquiry may thus be summed 
up as follows. As labour is a necessary factor in production 
aiM' as the rate of industrial development will be governed, 
anfoiig other things, by the number of suitable men actually 
available for the purpose, we will have to examine the sources 
and possible extent of labour supply for various industries. 
Again, as Indian manufctured articles will have to compete 
with the products of foreign countries, and as the cost of labour 
is an important item in the total cost of production, a com- 
parison of the cost of labour (in relation to output) with other 
countries will be necessary. But as the cost of labour is to be 
reckoned in relation to output, it will be necessary to examine 
the productive capacity or the efficiency of labour. 

These main branches of enquir}’- have wide ramifications 
so^jjdiat it would be impossible to discuss them adequately with- 
out direct reference to some other problems which are 
immediately connected with these main topics. As far as the 
supply of labour for industrial purposes is concerned, it is 
obvious that it will not be governed entirely b}’’ demand : the 
conditions of work in the factory, the amenities of life enjoyed 
by workers in industrial areas, the present economic 
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condition of the would-be factory labourer and the esteem in 
which he holds the improvement of his prospects will be the 
governing factors, and as such it will be necessary to discuss 
them in some detail. Again, as the cost of labour is relative 
to its efficiency and output, and as efficiency itself is dependent 
upon a variety of factors connected with the physical and 
mental capacities of the worker and the remuneration he receives 
for his labour as well as his education, his habits and customs, 
his standard of living and the nature of the- surroundings in 
which he lives and works, it will be necessary to take full 
account of these and various allied factors. 

Indian Factory Labour : its growing Importance. It has 
been shown in a preceding chapter that the number 
of factories in India has increased considerably during 
the past fifty years. It would thus be natural to 
assume that more or less a corresponding increase has 
taken place in the number of workers employed in them. 
But unfortunately these developments have been unplanned 
and uncontrolled, with the result that various evils associat^ 
Avith such unplanned developments in other countries were also 
witnessed in India, and the magnitude of these evils increased 
with the growth of the factory system in the country. Of these 
enls those associated with the condition of the W'orking classes 
were the most far-reaching in their effects, on the industrial 
development of the countr}^. The labour problem became acute 
with the passage of time and assumed menacing proportions 
after the Avar inasmuch as it threatened the existence of one 
industr}^ after another, and so indirectly menaced the economic 
development of the country. It Avas in these circumstances 
that a Royal Commission was appointed on May 24, 1929 “to 
enquire into and report on existing conditions of labour, in 
industrial undertakings and plantations in British India, ■ ton 
health, eificiencj’' and standard of hAung of workers and on 
relations betAA'een employers and employed ; and to make re-' 
commendations.” The Report of the Commission, Avhich Avas 
published in 1931, is the most up-to-date treatise on the subject 
of Indian industrial labour, so that most of the facts on Avhich 
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our own interpretation of the problem and the solution of its 
difficulties are based have been borrowed from it. 

Industrial Labour : Its estimated strength and migra- 
tory character. It is not possible to form even a rough estimate 
''.at the total number of persons dependent wholly or partly on 
organized industries of India. According to the Department of 
Commercial Intelligence and Statistics the number of persons 
employed in perennial and seasonal factories in British India 
and Indian States stood at 1,723,193 in 1931-32. But in order 
to form an estimate of the number of persons engaged in 
industrial operations we must also take into account nearly 
250,000 persons engaged in various kinds of mining industries. 
On this basis of calculation the total requirements of organized 
industries in India amount to roughly 2,000,000 hands. 

But it must not be assumed that the above figures represent 
the actual number of persons who are wholly or partly 
dependent on organized industries for their livelihood. No 
reliable data are availablle ; but a study of the conditions pre- 
-'Sailing in various industrial and mining centres would suggest 
That not more than 20 per cent, workers have so far been 
completely industrialized, i.e., are completely dependent on 
organized industries for their livelihood. In these circumstances 
the number of men claiming connection with these industries 
must be substantially larger than that indicated by the above 
figures : from what we have to say in the following paragraphs 
it will become abundantly clear that not less than 3,000,000 
persons are directly connected with organized industries at one 
time or another. 

The dependence of more than three million persons on 
organized industries, while the requirements of the latter do 
v^ot exceed the two million mark, is rendered possible by the 
fact that various circumstances have prevented the Indian 
industrial labourer from completely severing his connection 
with the village — ^his birth place — so as to devote his whole 
time and attention to work in the factory. His permanent home 
is in the village and not in the factory area, and more often 
than not he leaves his -family behind in the village. He returns 
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to the village whenever he linds it convenient — soriietimes to 
recupurate his health (Avhich is often damaged by long hours 
of work in unfamiliar and unwholesoni'e’ surroundings and by 
his unsober, unclean and unhygienic was’-s of living), but more 
frequently to enjoy life in the .more agreeable and healthier' 
atmosphere of his home in the countryside. There is thus a 
continuous influx and efflux of labour ; workers habitually 
return to their homes for var3dng lengths of time, and their 
place in the factory is taken either by fresh emigrants from 
the village or b}'’ those whose holida}’’ or trip to the village has 
terminated. 

Sources of labour supply. Th'e above account of the 
migratoiy character of industrial labour clearly shows that the 
heart of the worker is always in the village, and it is alwaj^s 
by the force of some disagreeable circumstances that he is 
pushed towards the factory and mine. Such circumstances are 
varied, but they have one thing in common : they are all the 
outcome of the villager’s inability to make the two ends meet in 
his own native place. Apart from the small minority of worker^ 
who are permanently industrialized, the great army of industriab 
labourers is composed mainly of four classes, namely, the land- 
less agricultural labourers, the village artisans, the village 
menials, and small cultivators. The landless labourers, whose 
numbers are increasing fast, are often compelled to seek a liveli- 
hood away from the village, because agriculture is not in a posi- 
tion to give employment to all of them throughout the year. The 
village artisan is compelled to join the procession to the factory 
because the village offers no scope for employment. The village 
menial is similarly’' inspired bj’’ better prospects when he 
migrates to the factor}’-, but the intolerable social conditions in 
the village are also in some cases responsible for his movement 
towards factor}’ towns. And lastly, the small cultivator is com- 
pelled to go to the factory because he finds the holding too 
small to offer even bare subsistence to the growing family, or 
because he has to pay for new cattle or land. All these four 
classes have sometimes one thing in common : their debts to 
the money-lender sometimes become too oppressive to be lifted 
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by their ordinary income, so that one or two members of the 
family are compelled to supplement the income of the^ family 
by the adoption of surh extraordinary measures as migration 
to the mine or factory. 

^ The representatives of all the various classes mentioned 
"above are found in every large centre of industry in India. 
But, contrary to what might be expected, it is not always from 
the’ neighbouring rural areas that the supply of labour is 
obtained :■ in many cases the supply is obtained from far distant 
places. To begin with, we find that in Bengal the various 
organized industries are run chiefly by men from other provinces 
in'" spite of the great density of population and the poverty of 
the people. These factory labourers in Bengal are chiefly the 
natives of Bihar and Orissa, the United Provinces and the 
northern districts of the Madras Presidency. These areas, along 
with Chota Nagpur, are also responsible for the supply of un- 
skilled labour to the coal mines in Bengal. The reason why entire 
industries in Bengal have been captured by men from other pio- 
vinces is that, owing to climatic, physiological and psychological 
causes, the Bengali has become totally unfit to stand the strain 
of work in factories and mines. The Bombay Presidency, on the 
other hand, is more self-supporting than Bengal in the matter 
of its labour supply. It is certainly true that the mills of 
Bombay, Ahmedabad and Sholapur are not dependent entirely 
upon local labour, but at the same time not more than 20 per 
cent, of labour employed in these centres of industry belongs to 
other provinces. In the United Provinces the chief centre of in- 
dustry is Cawnpore, which is situated in a densely populated 
area, so that it is dependent almost entirely on locally-recruited 
labour. Jamshedpur is-dependent on the neighbouring provinces 
for nearly half of its labour force, while the coal mines of Bihar 
a'kd Orrissa are almost entirely dependent on the neighbouring 
districts. Some mills and factories have also been set up in the 
cities of hladras, Nagpur and Delhi. The labour requirements 
of these centres are small, so that they seldom feel the necessity 
of looking far beyond the adjoining villages for the supply of 
both skilled and unskilled labour. 


o o 
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Methods of recruitment. The methods of labour recruit- 
ment practised at various centres of mdustry in India are, 
except in minor details, remarkably similar. Unlike what we 
find in Europe and America, the labourer does not always 
present himself for work directly at the factory or at an 
employment bureau : he is recruited by a person who is at 
once a recruiting agent and an employee in a mill or factory. 
The supply of labour being more often than not greater than 
the demand for it, the workman often finds it difficult to get 
work without bribing the foreman or overseer. As pointed out 
in evidence before the Royal Commission of labour, , while the 
selling of jobs is only a seasonal affair in Bombay, this practice 
is a recognized part of the whole labour-recruiting procedure 
in Calcutta, where it is impossible for a workman not only to 
find a job but even to retain it without bribing the Sardar or 
foreman. The same system of labour recruitment is practised 
at Ahmedabad, Sholapur, Cawnpore, Delhi, Madras, Nagpur 
and the various mining centres, with the difference that the 
practice of buying and selling of jobs is not so much in 
evidence there as in Calcutta and Bombay. Here and th^e 
some sort of control over labour recruitment is exercised by 
the employers, but that control is far from perfect. Conditions 
are rapidl}’- changing all over India, but as far as our informa- 
tion goes, Jamshedpur is the only place where the recruiting 
overseer has been completely ousted by the establishment of a 
labour emplo}'’ment bureau. 

Foreman class and its recruitment. As the degree and 
nature of control over ordinary workmen show wide variations 
from industr}'^ to industry, we cannot expect any uniformity 
of procedure with respect to the recruitment of men to the 
foreman class. In most of the cotton and jute mills the foremen 
rise from the ranks of ordinary labourers ; but promotion 
these cases is determined more by personal considerations than 
by the merits of the worker. The woolen mills of Cawnpore 
and Dhariwal are known to take merit and record of service 
into account owing to the difficulties of their technique. On 
the other hand in some of the more up-to-date engineering 
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establishments in Bombay and Calcutta preliminary technical 
training and standard of general education determine a 
workman’s eligibility for promotion to the foreman’s grade ; in 
other words workmen destined to become foremen are recruited 
^ such. In these cases, • however, departmental foremen have, 
almost without exception, European experience and qualifica- 
tions. The same tendency of recruiting and training workmen 
especially for the position of foremen is in evidence in large 
modern tanneries all over India. It is however, at Jamshedpur 
that the most daring and up-to-date methods of recmitment 
have been introduced. In the absence of trained Indians, the 
Tata works had to engage European foremen during the early 
stages, but little time was lost in making arrangements for the 
training of Indians. By tliese simple and commonsense methods 
a large number of efficient and reliable foremen have been 
gradually trained for various departments. The methods of 
recruitment followed in other industries (such as paper, sugar, 
cement, glass, pottery, vegetable oil and others) are as un- 
progressive and antiquated as those we have described in connec- 
tijon with the cotton and Jute industries. This is partly due to 
the fact that the importance of foremen is imperfectly appre- 
ciated in these industries in India, and partly because little is 
done to encourage educated youngmen to take up these jobs. 

Mental equipment of Indian factory workers. We have 
seen that so far only a few factory workers have been permanent- 
ly industrialized in India and that the great majority of them are 
agriculturists who have been compelled by circumstances to 
take up. factory work. As education has not made much head- 
way in rural areas and as only men belonging to the poorest 
sections of the rural community take up factory work, we must 
s.^ 5 ume that a very small percentage of the semi-industrialized 
workers in India can read and write. But the evidence given 
by the representatives of labour before the Whitley Commission 
tended to show that nearly 20 per cent, of the labourers engaged 
in the textile mills of Bombay, Sholapur and Ahmedabad were 
literate. This high percentage appears to be due to tlie fact 
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that iiearh^ 50 per cent, labourers in Sholapur and Ahinedabad 
and nearly 20 per cent, in Bombay (where compulsory education 
Acts have been in operation for some time) have been perma- 
nently industrialized. The position is distinctly more deplo- 
rable in the coal mines and in Calcutta and its suburbs where^ 
as shown in evidence liefore the '\\nutley Commission, less than 
5 per cent, workmen can read and write. Nothing definite is 
known about the various smaller industrial centres, but as the 
Compulsory Education Acts do not apply to the rural areas, 
the standard of literacy must be even lower than in Calcutta. 
Jamshedpur, of course, leads the way in the matter of education 
—as indeed in all other matters. Primary and technical schools 
have been established, which provide day and evening classes 
for workmen and their children. The results of these efforts, 
liowever, will be apparent only when the younger generation 
comes into the field. But even as it is, it may be said that 
while most of the skilled and semi-skilled workmen are already 
literate, the tendency at Jamshedpur is towards the universaliza- 
tion of education by affording all possible facilities for the^. 
education of even the unskilled labourers. 

But the standard of education at all the various centres 
(except Jamshedjiur) is hopelessly low. !Most of the so-called 
literate workmen in Bombay, Ahmedabad and other centres can 
just read a prayer book or write a letter, which does not in 
any way indicate a high .standard of mental development. In 
these circumstances - it is difficut to see how the educational 
achievements of even the existing tiny minority of workmen 
can be regarded as an asset to industry. 

Standard of living. The intellectual backwardness' of the 
industrial labourer is reflected, among other things, in his mode 
and standard of living. He is born and brought up in the 
village where life is primitively simple and its requirements 
few' J and, in the absence of the progressive influence of 
education, he cannot shake off his old habits even in his new 
surroundings in the city. This deplorable state of affairs is 
no doubt the direct outcome of poverty in rural areas ; never- 
theless its consequences are far-reaching. The low standard of 
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living is responsible for lack of efficiency, staying power and 
above all ambition. But then a man’s mentality is changed and 
re-shaped to a . considerable extent by material environments. 
The .question arises : why is factory life in India barren of all 
_^TJProgressive influences? It seems we must look for the 
additional causes of the mental stagnation of Indian workmen 
in the nature of the material and social surroundings in the 
factory area. 

Housing in Industrial areas. It may be taken as almost 
axiomatic that a man’s standard of living is reflected in the 
place where he dwells. But his dwelling place is something 
more than that: it exercises a powerful influence upon his 
standard of living itself. In other words it acts both as a cause 
and effect. And the working class tenements in India are no 
exception to this rule. 

Housing conditions in every centre of industry in India, 
excepting of course Jamshedpur, are in a deplorable state. The 
worst and the gloomiest side of the picture is provided by the 
H:ity of Bombay where single-roomed tenements are found 
flustered together in dark narrow alleys with no adequate 
drainage and water supply arrangements. And the city of 
Calcutta is not far behind Bombay in this respect. In the 
smaller centres of industry (including the suburbs of Calcutta) 
and the various mining areas the state of affairs is less 
appalling. In these centres land is cheap so that it is possible 
to erect groups or rows of single-roomed huts in the neighbour- 
hood of factories and mines. These groups of huts, known 
as bastis, are generally as over-crowded and fllthy as the chawls 
in larger centres, and if they are at all preferable to the slums 
of Bombay and Calcutta it is because of their rural surroundings 
' and because of the plentiful supply of light and fresh air. It 
% only at Jamshedpur that we come across satisfactory 
conditions. Here the Tatas have built commodious and well- 
ventilated houses for their workmen. The water supply and 
sanitary arrangements are excellent and their rents are low. 
In short, at Jamshedpur housing arrangements come up very 
nearly to the ideal, in contrast with the appalling conditions 
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prevailing in other centres. Incidentally it shows the results of 
planning in contrast to the consequences of its absence. 

Of course very little has been done by the employers and 
local or provincial Governments in the direction of improving 
housing conditions in the various centres of industry. Iii 
Bombay the Improvement Trust and the Development Direc- 
torate of the Government of Bombay have built nearly 30,000 
one-roomed tenements during the past twenty years or so, hut 
these measures have not relieved congestion to any appreciable 
extent. The mill-owners, on the other hand, have done next 
to nothing in the matter. In other centres of industry very 
little has been done by way of providing better and more 
sanitary tenements, and even that little, contrary to what has 
happened in Bombay, has been done not so much by Govern- 
ment or local authorities as by employers themselves. Some 
of the European firms in Madras and Cawnpore have been 
particular!}’’ active, but even they have not succeeded in 
providing accommodation for all their workmen. The city and 
suburbs of Calcutta are, in this respect, the most backward 
areas in India, where both the Government and employers ar 4 
equally indifferent. In these circumstances when we take the 
country as a whole, we ine’vitably come to the conclusion that 
what has actually been achieved in the field of housing 
represents only a drop in the ocean, and the quality of even 
that tiny drop is far from satisfactory. Overcrowding and 
insanitary conditions are still prevalent even in the so-called 
improved working class areas with the result that they are 
still the breeding grounds of disease and epidemics with all their 
adverse effects on the outlook and efficienc}’ of the working 
classes. 

Conditions of work. The conditions in which the factory, 
labourer works are about as appalling as the conditions in whic.^ 
he lives. Most of the mills and factories in India are built with 
utter disregard of local climatic conditions. As in India a 
larger number of workmen per machine unit are required than 
in any western country, tliere is a great deal of over-crowding. 
With all this overcrowding, bad ventilation and natural heat 
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the atmosphere in the factory becomes too painfull}'’ depressing 
for efficient work. Needless to add, very few factories are 
equipped with modern contrivances for keeping the atmosphere 
cool and clean. And all these evils are in ewdence in spite of 
1;'.^ fairly elaborate system of factory inspection. Nor are any 
amenities of ordinary life provided in the factory. Not only 
facilities for washing are absent, but, as was complained before 
the Labour Commission, in most of the mills and factories there 
is no adequate arrangement even for the supply of drinking 
water. Thus taken as a whole it may be said that conditions 
of work in Indian factories are extremely unsatisfactory. 

Hours of work. The length of time for which men, women 
and' children have to work each day in these dismal surround- 
ings varies from place to place and time to time. Until recently 
the hours of work ■were based on the provisions of the Factory 
Act of 1922 which prescribed eleven hours per day and sixty 
hours per week as a maximum in the case of adults (both men 
and women) and six hours per day in the case of children below 
h'&een years of age. Industrial establishments, however, did 
not adjust their hours of work according to these statutory 
limits. In Bombay, where workmen are better organized, the 
hours of work were actuall}’’ shorter than those prescribed by 
the Act, and similar tendencies were in evidence in other 
centres of industry, though not exactly to the same extent. 
On the other hand the evidence given before the Labour 
Commission tended to show that small employers, especially 
those operating in out-of-the-way localities, often succeeded in 
evading the law.' Again, Indian States being outside the 
jurisdiction of the Government of India in these matters, the 
Act did not apply to the industrial establishments situated in 
States. 

^ In accordance with the recommendations of the^ Royal 
Commission -on Labour, a 'consolidating Act was passed in 1934 
(which was brought into effect from January i, i 935 )j which 
introduced among other things some important changes in the 
law relating to the hours of work etc. Factory operatives were 
formerly diyided into ’two groups : (i) adults and (2) children,. 
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i.e. persons over 12 and under 15 years of age. The consolida- 
ting Act has introduced a third age group of “adolescents”, 
i.e. persons over the age of 15 years and under the age of 17 
j^ears who have not been certified as fit for adult employment. 
Such “adolescents” as have not been so certified are to be 
deemed as children. The consolidating Act further reduced the 
maximum limit of eleven hours per day and sixty hours per 
week for adults to 10 hours and 54 hours respectively in the 
case of perennial factories, while in the case of seasonal factories 
(working for less than iSo daA^s in a year) the old working 
hours limit was to remain in operation. The maximum hours 
of work permitted in the case of children is five hours per day 
both in seasonal and perennial factories. 

Scale and methods of remuneration in industry. As wages 
vary from place to place and industry to industry owing to lack 
of mobility among the wage-earners in India, it is not possible 
to make generalized statements on the subject. But a fairly 
accurate idea of the conditions prevailing in industry as a udiole 
may be had b}^ taking into consideration the wages of variou 
classes of workmen in different industries and centres. Let us 
begin with unskilled labour which is emplo3’^ed in varying 
proportions to skilled and semi-skilled labour in different 
industries. As the wages of this class of workmen are governed 
b}’ the scale or remuneration in agriculture, there are bound 
to be wide variations not only from place to place but also 
from time to time according to the condition of crops etc. A 
good deal also depends upon the cost of living in various 
industrial centres. In normal times, however, eight annas per 
day is the upper limit for this class of workmen in India, while 
in many parts of the countrj’" (such as the United Provinces^ 
Berar and the Central Provinces) about five annas per day is 
the usual rate at the present time. Even if we accept eight 
annas per day as the universal rate, it would appear that the 
earnings of an unskilled Indian labourer amount to less than 
one-eighth of those of an average European worker of the same 
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No accurate and reliable data are available regarding the 
Avages of skilled and semi-skilled workmen in various industries 
at the present time. Moreover, wages of this class of woi'kmen 
also tend to var}’’ from place to place and even factory to factory 
'^i 5 i the same centre. Let us, however, take the cotton mill 
industry’' first. According to the Department of Commercial 
Intelligence and Statistics, in 1928 (before the present abnormal 
conditions in industr3’- started) the mule-side piecers in the 
cotton mills of Bombay were being paid on an average nearly 
20 annas. per da}^ ring-side piecers 16 annas per da}’' and ring- 
followers 14 annas per daj’'. At Ahmedabad, on the other hand, 
the wages of these workmen averaged 17 annas, 15 annas and 
II annas respective!}’’. 'The scale of wages of these classes of 
workmen in the cotton mills of IMadras, Sholapur, Nagpur, 
Delhi and other f>lfices is even lower than that in Ahmedabad. 
These are only a few representative cases, but they give us 
an excellent idea of the condition of the skilled labourer in the 
(^otton mill industry. As against these paltry amounts the 
earning of Lancashire operadves averaged well above 45 
siiillings a week in that year, which means that the average 
Indian operative receives only about one-fifth of what the 
Lancashire mill-owner pays to his operatives. In the jute mill 
industry the wages of spinners during this period averaged 8 
annas per day, of weavers nearly 12 annas per day, and winders 
nearly 10 annas per day. In striking contrast to these miserable 
figures stand the minimum of £2 per week in the jute mills of 
Dundee. Still more, astonishing is the contrast presented by 
the wages of skilled workmen known as mistrics. In the jute 
mills of Calcutta their average monthly income does not amount 
to more than Rs. 30, at Jamshedpur it is nearly Rs. 40, and 
in the city of Bombay it is about Rs. 45. In the 
engineering workshops we have again the same state of affairs ; 
here the wages of an ordinary operative do not average more 
than 16 annas per day as compared with the average of per 
week in Britain. These figures for various industries prove 
that the skilled worker, in India does not earn on an average 



362 


IlvTOAN ECONOINIICS 


more than one-fifth of what is earned by the same class of 
workmen in Britain. 

Fines and delays in the payment of wages. Biit even these 
paltry wages are not paid in full to the worker in India. Fines 
are a common occurrence in Indian industrial establishmentsV 
especially in the cotton and jute mills, with the result that 
workmen often , find appreciable slices being taken off their 
wages for various trifling faults. Even more offensive and 
annoying is the S3'^stem of withholding wages for varjdng 
lengths of time — a system that brings untold miseries and 
hardships upon the factory worker. Sometimes, as in the 
case of Bombay mills, the wages are paid monthly while holding 
back a fortnight’s wages, so that the new-comer does not get 
anj^thing for six weeks. At other places wages are paid some- 
times weekly but more often fortnightly with a week’s wages 
in arrears. The result is that workmen often run into debt 
to keep themselves going. The Royal Comruission on labour 
recommended prompt and effective measures to combat this 
evil ; but nothing was done by the Government, until the spring 
of 1935 when the Payment of Wages Bill was introduced 
in the Legislative Assembly. The Bill however, has not yet 
been passed, so that the erdls associated with the withholding 
of wages and levjdng of flnes still continue unabated. 

Welfare work. Under this head may be discussed an 
endless variety of activities affecting labour directly or 
indirectly, but the most important of these are the provision 
of facilities in connection with housing, education, sanitation, 
medical aid, maternity and sickness beneflts, compensation for 
accidents, recreation and amusements, provident and pension 
funds, unemployment insurance and others. A detailed exami- 
nation of all these activities is obviously beyond the scope ^j^f 
the present work ; but we may have a bird’s eye-view of the 
whole in order to see exactly where the Indian worker stands 
in relation to these activities. 

We have already seen that conditions in regard to housing, 
sanitation and education (both general and technical) are 
extremely unsatisfactory at the present time, and that very 
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little is being done to bring about improvements in these fields. 
Next in importance to these activities comes medical aid in 
cases of accidents and sudden ilhiess, and the evidence collected 
by the Whitley Commission tended to show that in spite of the 
^p^^risions of various Factory Acts the arrangements on the 
whole are the poorest imaginable, and that not more than a 
quarter of industrial workers in India are in a position to avail 
themselves of medical aid of any description on the spot in 
cases of illness and accidents. The women workers are the 
greatest sufferers as, except in the case of a few factories in 
Madras, Cawnpore and Calcutta, even the most up-to-date in 
industrial establishments in the countr}’^ have failed to provide 
qualified lady medical attendants. The state of affairs in regard 
to maternity and sickness benefits is equally deplorable. In 
the absence of all-India legislation certain provinces (such as 
Bombaj’', Central Provinces and Assam) have passed 
Maternity Benefit Acts in recent years, and thus relief 
is given to women industrial workers in the shape of lighter 
w^k and allowances and exemptions from work during certain 
p&'ods of pregnancy and confinement. But nothing has so far 
been done in other provinces. Sickness benefit is of course 
unknown in India, with the result that sickness not only entails 
additional expenditure (and ultimately indebtedness) with all 
its evil consequences but sometimes results even in loss of job. 
Compensation for injury or loss of life now stands on a different 
footing. Up till 1923 an employer could be sued for compen- 
sation only in cases of fatal accidents ; but in that year the first 
Workmen's Compensation Act was passed and the liability of 
employers in the matter of compensation for injuries received 
by workmen while on duty was recognized. A definite scale 
foi: compensations of various kinds was provided, and machinery 
foi- dealing with claims was set up. The working of the Act 
revealed a number of defects in its provisions : among other 
things it was found that compensation was held back for varying 
periods and that in the case of disputes with regard to the scale 
of payments there was no authority (except the expensive law 
courts) to arbitrate and to expedite payments. Moreover, the 
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Act made unjust discrimination against workmen engaged in 
certain industries and occupations. The Act was accordingly 
amended in 1929 and 1931, but the Amending Acts only 
^videned the scope of the Act of 1923 and did little towards 
removing the various evils associated with the actual paymfefit 
of compensations. The Whitley Commission made a number 
of recommendations for enlarging the scope of the Act and 
eflecting improvements. The result of these recommendations 
was tlie Amending Act of 1933. B3' this new Act all classes 

of industrial workers are brought within the scope of compen- 
sation schemes, the waiting period has been reduced, and the 
scales of compensation for death and permanent total disable- 
ment liave been considerably enhanced and the minimum rate 
introduced represents an increase of over too per cent, on that 
given under the original Act, while the maximum has been 
increased by 60 per cent. The basis of calculation of the amount 
of conijiensalion in the cases of death or permanent total dis- 
ablement is 30 months’ wages for the former and 42 months’ 
wages for the latter for adults. The maximum amounts^of 
compensation for death and permanent total disablement have 
been increased by the Xew Act from Rs. 2,500 and Rs. 3)500 
to Rs. 4,000 and Rs. 5,000 respectively. In the case of minors 
the maximum compensation for death stands at Rs. 200 as 
before, while the maximum compensation for permanent total 
disablement has been fixed at Rs. 1,200 as against 84 
months' wages or Rs. 3.500 (whichever is less) in the original 
Act. 

The subject of unemployment insurance may be dismissed 
with the remark that nothing has so far been done in this 
direction, and that even the Labour Commission had no construc- 
tive lU'oposal to offer in this connection. No provision for 
provident and pension funds has been made anywhere ex^^ipt 
by the British India Corporation of Cawnpore, the Carnatic 
and Bnckingham Mills of IMadras and the Empress Mills of 
Nagpur. As regards the provision of facilities for amusement 
and recreation the less said the better. The importance of these 
two activities as character-building forces has been recognize'd 
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the world over, but even in this respect India is woefully 
backward. No concerted and organized effort has so far been 
made (except at Jamshedpur, Nagpur and Madras) to interest 
the factory worker in these aspects and activities of life. The 
rc^lt is that to a vast majority of workers, drinking is the only 
recreation and idle gossip the only amusement. 

The Trade Union Movement. The various deficiencies 
and shortcomings noticed in the preceding paragraphs are not 
entirely due to the apath}'’ of the employer or the State : the 
worker himself is to a certain extent responsible for these 
deficiencies. It is the labourer who must take the initiative in 
the matter of reform ; and in order to make his demands effec- 
tive he must appreciate the necessit}’’ of combination and united 
action. 

In every country in the world the introduction of the 
factory system has been followed by the organization of 
workmen, often in defiance of the laws of the land, into societies 
to protect themselves against capitalistic aggression and to 
im^/rove their condition by acting collectively in cases of 
eciergency. But in India trade unionism did not make any 
appearance for nearly three quarters of a century after the intro- 
duction of the factory system. Trade unionism in India may 
be said to have been born in the year 1918. Previous to that 
year the Amalgamated Society of Railway Servants of India 
and Burma, the Bombay Postal Union and a union of warpers in 
the Ahmedabad Cotton Mills were the only labour organizations 
in the countrjq'and even these in spite of their high sounding 
names were b3>' no means a force of any significance. It was 
in April, 1918, that the first militant type of trade union was 
formed in Madras. According to the Memorandum submitted 
bj^Whe Madras Labour Union to the Whitley Commission, this" 
union had its origin in the -fact that “the workers began to feel 
the pressure of high prices during the latter part of the 
war and the frequency with which assaults took place inside the 
mills.” Similar circumstances were responsible for the spread 
of the movement to Bombay and other industrial centres ; and 
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by the end of 1920 almost every industrial centre in the country 
had a number of labour organizations. Most of these unions 
were, however, merely strike committees brought into existence 
to conduct certain strikes and became moribund as soon as their 
immediate purpose was served, until another strike in the tracle 
broke out. There was a definite check to the movement during 
the following few years, but in spite to this temporary set back 
the mo\'ement has on tlie whole come to stay, and in recent 
\'ears has shown signs of life and vitality. Some idea of the 
strength of the movement ma}" be had from the fact that during 
the year ending IMarch, 1933, there were 170 registered trade 
unions in British provinces with 237,359 members. When we 
add to this the unregistered unions and the unions operating in 
Indian States (for which no data are available but which from 
all accounts a^■ailable are much stronger associations than the 
so-called registered unions) it becomes obvious that the number 
of trade unionists in India is much larger than that indicated 
b}’ the above figures. 

Along with the establishment of local unions, the 
“federation movement’’ has also come into existence. A centlhl 
organization known as the All-India Trade Union Congress w^as 
set up ill 1920, and more or less simultaneously labour federa- 
tions or central unions ivere established in various parts of 
the country. But the organization of these trade unions is not 
so sound and extensive as their high-sounding names or their 
geographical prefixes would imply. Their coffers are empty ; 
their paifing members are few- ; their executive bodies exercise 
little control over their members. Again, their membership is 
unstable and volatile, being liable to violent changes accord- 
ing to prevailing moods and economic conditions. Their chief 
function seems to be to rally the w^orkers for strikes, and 
(considering the w^eeknesses of their organization) they perforih 
this function with admirable efficiency. Their authority and 
influence over the w-orkers belonging to any particular industry 
is manifested only in times of strikes wdien the non-members 
participating in the struggle easily outnumber the members of 
the trade unions concerned. These facts show that the existing 
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trade unions have a much wider sphere of influence than that 
indicated by their actual membership. 

This great progress has been made in spite of various adverse 
factors, such as the ignorance of the workers and the hostility 
of; the employers and the State towards them. The 
ig-norance of the labourers and their supine indifference towards 
their own problems has necessitated the intervention of men 
from the non-labouring classes in their interests, indeed it is 
on account of the leadership of these men that the trade union 
movement has been developed to its present extent in India. 
As regards the hostility of the employers, the evidence given 
before the Royal Commission and the various coercive methods 
employed by them to prevent workers from appearing before 
the Commission iirovide conclusive proofs as to their real 
attitude towards trade unionism. 


To the Government even honest straightforward trade 
unionism has been like a red rag to the bull. In these activities 
the Government scents a bolshevist revolution, and naturally it 
has done everything seemingly constitutional to reduce it to a 
st^te of utter impotence. The legal position of trade unions is 
based on the Act of 1926. Under this Act the registration of 
trade unions is not obligatory, but it confers certain privileges 
on the registered unions w'hich unregistered bodies do not enjoy. 
The Act provides that not less than half the office-bearers of 
a registered union should be persons employed in the industry 
to which the union belongs. The Act compensates for this 
restriction by granting immunity from criminal liability to the 
union officials for furthering the legitimate activities of the 
unions. The officials of unregistered unions, on the other hand, 
do not enjoy this privilege. But while the Act of 1926 grants 
these illusory privileges, the Trade Disputes Act of 1920 takes 
tifem away to a large extent— in fact its certain provisions tend to 
turn even registered trade unions into a species of Government 
controlled debating societies. According to this Act strikes in 
public utility undertakings are declared unlawful, except when 
they are conducted under certain well-defined conditions. 
Again strikes that are calculated to inflict general hardship 
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upon the community are declared illegal, though they were 
already punishable under the Indian Penal Code. And lastly, 
even sympathetic strikes are declared illegal under this Act. 
Not being content with this direct legislation, the Government 
is never reluctant to put the ordinary criminal law of the 
country into operation against the leaders of the movement for 
their subversive activities against the State, — and it is never 
dif&cult to prove any spoken word or action as tending to be 
subversive in its effects. The fact is that the Government 
regards the intervention of non-labouring classes in trade union 
matters with disfavour — unless these outsiders happen to be of 
a particular!}'’ harmless and passive type — ^well knowing that 
the movement would be badly crippled and would cease to be 
effective without the leadership of men from the so-called, upper 
classes. 

While the factors described in the foregoing paragraph have 
been mainly responsible for arresting the growth of trade 
unionism in India, there are also factors which tend, in varying 
degrees, to bring about the same results, and these are the 
cosmopolitan character of labour in Industrial establishmentjs, 
the semi-permanent character of the labourer’s connection witli 
industry and his reluctance to contribute (owing to his extreme 
poverty and the microscopic size of his earnings) regularly to 
trade union funds. Illiteracy is obviously the root-cause of all 
these evils, so that until this cause is removed, and also until the 
employer and the Government do not change their attitude 
towards trade unionism as a whole, we must not expect any 
rapid improvement in the situation. 

Efficiency of Labour. In spite of the great social and 
economic importance of the subject, no effort has so far been 
made to measure the efficiency of labour in various centres and 
industries. Obviously it is not sufficient to proclaim the self- 
evident fact that, in so far as production per head is concerned, 
the labourer in India is vastly inefficient in comparison with 
Western and Japanese labourers. What is needed is a com- 
parative study and an exact statement of facts not only in 
connection with output per head but also regarding the cost per 



LABOUR IN ORGANIZED INDUSTRIES 


369 


unit of work’ done and the quality of articles produced. But 
as in regard to all these items no data are available, we are 
not in a position to say exactly how the productive efficiency 
of Indian labourer compares with that of the workers in foreign 
countries against whose products Indian manufactures have 
to compete. However, a rough sort of idea ma}' be had by 
means of manipulating some ordinary facts and figures which 
were put before the Labour Commission in connection with 
certain representative industries. 

Let us take the cotton mill industr}’’ first. According to 
the evidence of the Cotton Yarn Association before the Labour 
Commission, iS Japanese operatives attend to 1000 spindles on an 
average while in India 30 operatives are required for the same 
number of spindles. Again a tenter in England attends to three 
sides- and in Japan to tu'o, while in India he attends to only 
one, except in some of the mills in Ahmedabad where tenters 
attend to two sides. The figures for the weaving section of the 
industiy are more confusing ; weavers in different centres and 
mills attend to one, two or three looms and in Madras they 
a^end to six automatic looms. In these circumstances it is not 
possible to form an idea in regard to the average number .of 
looms per operative in India. However, as against these 
figures we have the average of 5.5 looms and 4 looms per 
operative in Japan and England respectiveljL In the jute mill 
industry, according to the evidence given before the Whitley 
Commission by tlie Jute Mill Association, on an average tv'o 
operatives are required in India as against one in Dundee and 
various continental centres for the same amount of work. In 
the steel industry, according to the evidence offered by the 
Tatas to various Tariff Boards, nearly 5 men are required in 
India as against one in Europe to do the same amount of work. 
Irf'the tin-plate industry, the evidence offered to the Labour 
Commission revealed that on an average 2.8 men in India are 
equal to one in Wales. In tlie coal-mining industry the figures for ' 
production per head reveal -that the underground worker in India 
is about as productive as the worker in England and Germany 
in spite of the lack of up-to-date mechanical appliances for coal- 
24 
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cutting in India. And lastly, investigations carried on per- 
sonally at Cawnpore by the writers revealed that in the leather 
tanning industry on an average 2 workmen do the same amount 
of work as one in Britain, while in the shoemaking industry 
the disparity between the British and Indian workmen’s produc- 
tive efficiency is even smaller. 

Even if we accept the above figures (which incidentally 
have been supplied by employers themselves, and which mostly 
belong to protected industries) as the basis of calculation, we 
must come to the conclusion that on an average not more than 
2.5 workmen are required in India to do a given amount of 
work against one in Britain. The question arises : how does 
the cost of labour in India per unit of article produced (which 
from the competitive point of view must be the final object of 
measuring efficiency) compare with other countries? We have 
seen that on an average Indian skilled and unskilled labourers 
are not paid more than a quarter of what the average British 
workman receives in wages. In these circumstances the labour 
cost per trnit of article produced must be substantially lower 
in India than in Britain — except in the case of a few highly 
specialized branches of industry. And the same conclusion 
would be applicable in regard to various continental countries 
and the United States. But on the other hand these conclusions, 
would not be applicable to the competitive position of Japan 
where labour, especially in the cotton mill industry , is strikingl}'' 
efficient (in some sections of the industry even more efficient 
than British labour), where money wages are not correspondingly 
higher, and where climatic conditions are more suitable for 
factory work than in India. 

Causes and Effects, \ 

Existing conditions : a recapitulation. So far we have 
confined our attention strictly to the statement of facts without 
in any way trying to explain their impliwtions and inter- 
connection. Before, however, we proceed with the latter task, 
it seems desirable to recapitulate as briefly as possible some; of 



LABOUR IN ORGANIZED INDUSTRIES 


371 


the more important facts and conclusions arrived at in the 
preceding pages, which are as follows. 

There are very few permanent industrial workers in India : 
the great, majority of those engaged in industries take up work 
Jn ■ factories for varying lengths of time and never fail to avail 
themselves of an opportunity of returning to the village. They 
are generally employed through the agency of recruiting agents 
whom they have to pay for keeping' them in employment. These 
factory workers are generally illiterate, so that their intellectual 
capacity for work is comparatively poor. But very little is 
being done to make up this deficiency by general and technical 
education. Their standard of living is deplorably low, their 
bousing arrangements are in a scandalous condition both as 
regards accommodation and sanitation — in fact they are in many 
.respects distinctly inferior to those in the village. The atmos- 
phere in mills and factories is extremely depressing both 
mentally and phj’-sically, while the hours of work are generally 
at par with those in most of the Western countries. The 
average earnings of an Indian industrial labourer are less than 
a%uarter of the average earnings of a Western factory worker, 
though they compare less unfavourably with those of the 
Japanese factory workers. There are long and annoying delays 
in the payment of wages, and on top of this appreciable 
amounts are taken away in fines. Very little is being done 
• by way of improving physical, intellectual and moral . 
standards : it is only in a few exceptional cases that hospitals, 
play-grounds, libraries, schools and various facilities for amuse- 
ments have been provided. Even sickness allowances are 
practically unknown. The functions of trade unions are still 
imperfectly understood, they are more ot less a sort of per- 
manent strike committees, and even as such there is considerable 
' r^m for their expansion. The standard of productive efficiency 
. is also low : on an average nearl3>- 2.50 Indian workmen are 
equal to one British worker. And to this we may add at this 
stage the two well-known facts which have not been explicitly 
stated hitherto : that physically the Indian factory labourer 
' compares very unfavourably with foreign workers, and that 
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clinintic conditions in India are too unfavourable for sustained 
physical and mental effort. 

Causes and effects. The various features of industrial life 
in India as sununarized above are by no means isolated 
idienomeiia ; they are the most intricately connected parts of -a 
complex whole, actins^ and rcactins? ui)on one another in' a 
most bafiliiifi manner, so that none of them can be studied 
without direct or indirect reference to the rest. In these 
circumstances it would not be jmssible to study the various 
problems without fre()ueut reiietitions. 

We mi.aht beein our analytical study at the source. The 
fact that only a small ])roi)ortion of workmen have so far been 
permanently industrialized and that industry in India is to an 
overwhelmint^ extent dependeiij. on the village for the supply 
of labour is at once the cause and effect of many important and 
difncult jirobleins. The miyratory character of labour is due 
to many causes, of which the inherent love of the v.-orker for 
old fatniliar surroundin.es, the difiiculties of srettin"^ suitable 
housin;4 accommodation, and consequently the lack of social 
amenities are the most imp'jrtant. When the ab>ence ^ot 
suitable housing facilities conqiels the worker to leave his family 
behind in the villnye, it is not to be wondered at that he has 
to visit them as frequently as ]>ossible. Aqain, overcrowding 
and disre.card for sanitation in the centres of industry combined 
with the depressing atmosphere of the factory itself tend to 
make him a plu'sical wreck and so, often against his will, 
necessitate his departure. The conse(iuences of these practices 
are that the supply of labour is not constant and that long 
breaks and conseriueiit lack of concentration tend to make the 
labourer inelTicient. 

The intellectual backwardness of the worker, which is 
the direct outcome of illiteracy, has a long trail of direct frnd 
indirect consequences ; but to take a few, it is a great stumbling 
block in the way of the development of .skill ; it is one of the 
major causes of the low standard of living ; it prevents workmen 
from realizing their obligations and responsibilities ; it deprives 
the labourer of the various social and economic advantages of 
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combination ; and all these are in var5dng degrees responsible 
for the inefficiency of labour. 

The difficulties connected with housing are the most fruitful 
cause of various evils associated with industrial life in India. 
Lack of sanitation and overcrowding bring disease and death 
so that they affect not only the supply of labour but are also 
instrumental in lowering its productive efficiency by destroying 
the worker’s stamina. Furthermore, they act as a deterrent 
to those who might have otherwise become permanently indus- 
trialized. And, finally, they bring about the stagnation of will 
and effort to improve the standard of living. 

And the low standard of living itself is the cause of many 
an evil : it destro5’-s ambition, it gives rise to unclean and 
insanitary habits, it brings disease and loss of staying power, 
and all these combined result in the loss of efficiency. 

As nothing has so far been done to ascertain the optimum 
in regard to the hours of work (where the productivit}'- of labour 
'\i^ould reach the maximum), it cannot be said whether even 
the productive point of view the hours of work as fixed 
by the Act of 1934 (54 per week and 9 per day) are not un- 
necessarily too long. As the worker’s sta3dng power and 
stamina are weak, and as the atmosphere in Indian industrial 
establishments is (owing to climatic and other reasons) far from 
congenial, the worker, finding himself unable to labour for too 
long, is compelled to seek relaxation either in loitering or in 
absenting himself altogther from his work. But in spite of 
these devices his alreadj’- weak vitality deteriorates further under 
the pressure of long hours of 'work, so that not only his working 
capacity and efficiency suffer, but he is actually compelled to go 
to-ffiis country home for varying lengths of time to recuperate 
Ms health. It also tends to lower his standard of li-ving inas- 
much as he has no time and energy to devote to the finer sides 
of life. 

All the three above-mentioned tendencies, viz. deterioration 
of physique and vitality, inefficiency and low standard of living 
cause and are also caused by the low scale of wages. There is 
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a good deal of truth in the factory-owner’s contention that an 
increase in wages, far from improving the worker’s standard of 
li\dng, actually results in increasing absenteeism. The reason 
is obvious : a rise in wages creates a desire for obtaining what 
the labourer needs more than the ordinar^^ material comforts 
of life — leisure and rest. The conclusion is obvious : the 
efficiency of the worker cannot be improved without at once 
improving his standard of living by increasing his wages and 
reducing the hours of work. But when wages are paid after 
long intervals, the adverse effects of their being low are intensi- 
fied manifold. He is compelled to borrow money at exorbitant 
rates of interest, which means a corresponding reduction in his 
low wages. The result is that there is a further fall in the 
standard of comfort ; and so, via the loss of vitality and staying 
power, it leads to inefficiency and sometimes migration. 

The inadequacy of arrangements for the treatment of the 
sick has far-reaching consequences. Man}'^ workmen die because 
of inattention during the initial stages of illness, and those who 
survive are generally too weak and exhausted to work 
efficient!}’- in the depressing factory atmosphere. And the 
absence of sickness allowance aggravates his difficulties more 
than the sickness itself : he has to borrow money, and this 
additional burden often breaks his back completely. The result 
in both cases is that labour becomes inefficient and scarce. And 
the same is true of maternity benefits, because child-birth puts 
a woman in exactly the same position as a serious illness does 
to an ordinary worker, male or female — only it is more im- 
portant, because in this case two generations of workmen are 
concerned at the same time. 

The absence of strong, well-organized trade unions is at once 
due to, and to a certain extent is the cause of the backwajd 
mentality of the worker udth all its wide and far-reaciS'ug 
consequences. If the factory worker in India lacks discipline, 
it is as much due to his inborn inclinations as to the absence 
of the guiding influence of trade unionism ; if he negects his 
duties it is partly because he has not the moral force of a trade 
union to control his action ; if his mental faculties are not given 
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a chance to develop, if he is resourceless in times of poverty or 
illness, it is partly because he has himself failed to take the 
initiative through the collective agency of trade unionism. 

The efficiency of Indian labourer is also adversely affected 
lly the climatic conditions prevailing in India as well as by his 
poor physique. The heat exhausts the worker quickl}’- and so 
adversely affects his efficiency. The physical inferiority of the 
worker produces exactly the same results as unfavourable 
climate. This inferiority is due to a variety of causes, of which 
racial affinities and characteristics, social customs, unwhole- 
some climate, unbalanced and inadequate food and low standard 
of living are the most important. In this case, as indeed in 
man}’’ others, a vicious circle is created : physical inferiority 
lowers efficiency, low efficiency results in low wages, and low 
wages are detrimental to the improvement and even the main- 
tenance of physical fitness. 

Remedies. 

,The vicious circle. From what we have said in the preced- 
ii^g paragraphs it must have become abundantly clear that there 
are three main problems which we have to tackle in connection 
with industrial labour in India viz., problems relating to low 
efficiency, low wages and low standard of li\nng. They are not 
only affected by a number of subsidiary factors but are them- 
selves interconnected very closely. Thus low efficiency is due 
to, as well as, causes low wages and low standard of living ; low 
standard of living makes the worker content with lower wages 
and thus deteriorates his efficiency. In these circumstances the 
question arises : how to break through this vicious circle ? It 
can obviously be done by storming this stronghold of causes 
a^ effects on all sides, and not by trying to break through by 
silages. 

To begin with, the difficulties connected with the migration 
of labourer to the village (which is a potential cause of ineffi- 
ciency and low standard of living, and consequently low wages) 
must be solved satisfactorily. The Royal Commission on 
Labour, after a somewhat superficial examination of the require- 
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menls of industries and labour in India, recorded tlieir verdict 
in favour of actually encouraging migration on the ground that 
it enables the worker to recuperate his health and vitality, that 
it provides a sort of insurance against the adverse consequences 
of illness and unemployment, and that it spreads enlightenment 
in rural areas. There is no doubt that tinder the prevailing 
conditions nothing would be gained by making the worker 
sever his connection with the village, but then it is equally true 
that the severance of that connection would be physically 
impossible so long as circumstances do not change, and imme- 
diately the desired change is brought about, the severance of 
the u'orker’s connection with the village would automatically 
follow, indeed it would be imjiossible to prevent it. Again, 
in recording the above verdict the Commission hardly took into 
account the requirements of industries themselves : migration 
under the prevailing conditions undoubtedlj’^ improves quanti- 
tative efficiency, but it deteriorates skill in the handling of 
machinery and materials and as such lowers efficiency from the 
qualitative point of view. The maintenance and improvement 
of qualitative efficiency, therefore, demands that migration 
to the village should be discouraged as far as possible. 

But as we have pointed out above, we must not expect the 
worker to sever his connection with the village or indeed even 
to make his trips less frequent so long as conditions in industrial 
centres remain what they are to-day. In other words, if the 
worker is to gi\'e up migration, the causes leading to it must 
be removed. These causes are the unhealthy atmosphere in the 
factory, lack of adequate housing facilities, the prevalence of 
insanitary conditions in the working class districts, low wages, 
long hours of work, lack of education and the absence of games 
and amusement facilities etc. As long hours of' work in the di^t- 
ridden atmosphere of factories cause illness and eventually migra- 
tion for recuperation, a more rigid control over factoiy sanitation 
and further shortening of the hours of work would automatically 
make visits to the village less frequent. Similarlj’’, as the 
inadequacy of housing facilities compels the worker to leave 
his family behind, and as the dirt and squalor of working class 
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tenements put him straight into the arras of ill-health and 
disease, improvements in these fields woul(^ naturally bind him 
more securely to the industrial centre. Higher wages combined 
with shorter hours of work would improve his standard of living 
'iind banish disease. Similarly education would tend to make 
him a better worker, instil ambition and improve his standard 
of living. And lastly, games and facilities for amusements etc. 
would make him take his new surroundings more kindly and not 
to regard them as a necessary evil. If improvements in all these 
directions are introduced, there is reason to believe that the 
problem of migration would in a short time cease to be a bug- 
bear to the Indian employer, and an army of permanently 
industrialized workers would gradually come into existence. 

The permanent industrialization of the worker and the 
various reforms leading thereto would automatically improve 
his standard of living. But to maintain that standard higher 
wages would be necessary, which the worker would not be in 
^-position to command without showing a corresponding 
improvement in his efficiency. Better housing facilities, 
improvements in the conditions of work, general education, and 
greater attention to sanitation in the working class districts — 
factors which are necessary’- for industrializing the labourer 
permanentlj’’ — would also go a long way towards making the 
factory- worker more efficient ; but in order to get the best out 
of him it would be necessaiy to arrange for the prompt and full 
pajmient of wages, to make better arrangements for technical 
education and training, to provide adequate medical facilities, 
and above all to make him conscious of his needs as well as 
his rights and obligations which have ah indirect bearing upon 
‘f^ficiency. If and when these reforms are introduced, the 
worker’s standard of living and efficiency would improve, and 
this improvement would be reflected in a rise in his wages. 

From what we have said in the foregoing paragraphs it 
must have' become abundantly clear that in order to tackle 
the inter-connected problems of low standard of living, low 



INDIAN ECONOMICS 


37S 

efficiency and low wages it would be necessary first to provide-, 
better housing facilities, to improve sanitation within the factory 
and in the areas occupied by working class tenements, to 
provide more adequate facilities for general and technical 
education, to improve the arrangements for medical relief, t& 
provide games and amusements for workers and their children, 
to pay wages more promptlj’’, to cut down the hours of work 
and to organize trade unionism. TMie question arises : how to 
tackle all these problems simultaneously? The Whitley 

Commission chalked out a practicable programme of action 
embracing all these fields, and divided the responsibility for 
action between the employer and the State. But although it 
is more than four years now since the Commission’s report was 
publislied, notiiing has so far been done except in the direction 
of improving conditions in the factory, reduction of the hours of 
work and greater promptness in the payment of wages ; and, as 
we have seen, even measures dealings with these problems are 
half-hearted and extremely inadequate to meet the requirements 
of the situation. And we repeat that so long as all the 
anomalies in various fields are not removed, no improvement, 
in the condition of labour and consequently industry itself 
would be possible. It is, as pointed out by the Labour 
Commission, the duty of the State to take initiative in the matter 
by legislation and executive action ; but, to hit the nail on the 
head, it must be said that before the long list of changes dis- 
cussed above can actually be introduced, the whole attitude 
of the Government will have to change radically. 

But it must not be supposed that if and when the various 
reforms suggested above are introduced, the Indian labourer 
will find his economic condition at par with that of European 
and American workmen. As his physique will always compare 
unfavourably with that of the Western labourer, and as climatic 
conditions will always be unfavourable to prolonged physical 
effort, his productive efficiency will always be inferior to that 
of the workers in temperate regions. But this inferiority of 
workmen would not adversely affect the ability of employers 
in India to compete with foreign countries as the wages of 
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labour will be correspondingly low. Nor would the worker 
suffer hardships in consequence as, owing to climatic reasons, 
his expenditure on food, clothing and shelter will be smaller 
than that of workmen in colder countries. 



CHAPTER XVI. 


TRANSPORT. 

I. Introductory 

Social and Economic Importance of Transport. It is 

a well-known fact that the process of production is 
not complete till the commodity is in the hands of the consumer. 
Thus transport is a part of production in the sense that unless 
commodities can be brought to the consumer their production 
cannot be justified. It is obvious that means of transport 
assume greater importance with centralized production and 
regional specialization : indeed, centralized production and 
regional specialization are themselves rendered possible only after 
the provision of transport facilities, and the extent of centra- 
lization and specialization depends upon the adequacy of 
transport facilities available. But in forming an estimate ^or 
the bearing of transport on production, and consequently the 
well-being of a nation, we must also take into account its effects 
on the mobility of capital and labour which shape productive 
organization and consequent!}’- production itself. Again, the 
provision of adequate transport facilities mitigates the effects 
of such natural calamities as floods, earthquakes, droughts and 
consequent famines and pestilences. Further, the provision 
of transport facilities encourages travel and so breaks down 
conservatism and spreads tolerance and enlightenment among 
the people. And lastly, an efficient system of transport is 
always a great political and military asset : it breaks down 
isolation and brings about unification ; it is an essential requisite 
for the conduct of military operations. 

The Requisites of an Efficient System of Transport. 

Under the system of specializatioii and centralization of 
production, all sorts of commodities have to be carried from 
place to place : there are perishable and non-perishable goods ; 
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there are heavy goods and light goods ; there are, relatively 
to their bulk, move valuable goods and less valnable goods. 
The system of transport that has to carry all these 'different 
varieties of goods must obviously satisfy different kinds of 
recjuiiements , but there is one rnle which covers the recjuire- 
luents of all transportable goods, and it is this that the S3^stem 
of transport taken as a whole must be adequate and efficient. 
And in order to be efficient the system of transport must ensure 
cheapness, quickness and safety. In stud5’’ing the transjDort 
problems of India, therefore, we will have to see how far the 
existing means of transport are adequate, to meet the require- 
ments of trade, industry and agricnltnre, how far they conform 
to the recognized standard of efficiency, and how improvements 
ma}’- be affected. 

Different means of Transport and their Co-ordination. 

There are four possible means of transport : roads, 
railwa3^s, inland waterways and coastal and oceanic shipping. 
All . these when taken together form a country’s transport 
system as a whole, though individuall3’- they may serve 
(; 7 ifferent purposes. The railways are essentially a vehicle for 
long distance traffic, and they serve as feeders to ports (oceanic 
and coastal shipping) as well as roads, and are themselves fed 
by roads and ports. Roads are meant primarily for short 
distance traffic and they feed and are themselves fed by 
railways and inland waterways. Inland waterways may be 
used both for long and short distance traffic, and may serve 
as feeders to, and may in tnrn be fed by, roads. Thus it will 
be seen that railways, roads, shipping and inland waterways 
are closely inter-connected and inter-dependent ; from which it 
follows that in developing the transport system of a country 
fte co-ordination of activities in these various fields is of the 
utmost importance. We shall now proceed to see how far these 
different means of transport have been developed in India and 


There is also aerial transport, but as at present it is not of much 
economic importance, we have left it out of account. 
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what their position in the general scheme of economic organi- 
zation is at the present time. 

II. Roads and Road Transport 

The Development of Roads in India : A Historical Survey 

Before the advent of the British, and long afterwards, little 
attention was paid in India to the problem of transport. In 
the plains of the north the great perennial rivers were the 
natural highwa5'-s for the transport of goods, and the rulers of 
the country seem to have been satisfied with these facilities. 
The INIoghuls no doubt built some roads in the north-western 
provinces ; but these roads were constructed chiefly for strategic 
purposes, and as such were far from adequate to make any 
impression upon the economic organization of the country. 
Thus for long distance traffic and to a minor extent for short 
distance traffic the river transport was utilized, while the bulk 
of the short distance traffic was conducted along unsurfaced 
roads on pack animals and carts. In the south, on the other 
hand, there were no perennial rivers and metalled roads of any 
description so that for the entire short-distance traffic in goods 
pack animals were used, while for long distance traffic partly 
the sea and parti}'- laud transport agencies were utilized. Thus 
when the British assumed the control of India, they found that 
the development of roads in the country had hardly 5’-et begun. 

Nor did the new rulers of India make anj’- serious effort 
to make up the deficiency during the earlier stages of their 
rule. 'It was not till after the fii'st quarter of the nineteenth 
centur}’- that the construction of metalled and bridged trunk 
roads connecting the more important military centres (which 
also happened to connect some commercial centres) was 
started under the supervision of military engineers. Thus ^it 
would appear that the object underlying these early deve|^->r 
meuts was military security ; and if the newly construc-cd 
roads also helped commerce, this change must be regarded 
onl}'^ as a bye-product. However, Lord Dalhousie (184S-55) 
suppressed the Military Board which was supposed to look 
after public works, and handed over its duties to a newly 
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Department ; 37,377 miles of metalled and 162,027 miles of 
nnmetalled roads were maintained by district and local boards ; 
9,530 miles of metalled and 6,900 miles of unmetalled roads 
were maintained by municipalities (including cantonments, 
notified areas and townships). As in 1913-14 there were about 
50,000 miles of surfaced roads in British India, it follows that 
during the last 20 years metalled roads have increased by about 
50 per cent. 

How inadequate the roads in India are to meet the require- 
ments of the country will become apparent when it is remember- 
ed that the area of British territory alone amounts to 1,096,171 
miles, and its population according to the 1931 census stands 
at 271.5 millions. It will be seen that on the basis of the 
above figures British India has only 6.S miles of surfaced roads 
and 24.19 miles of both surfaced and unsurfaced roads per 100 
square miles of area. Compare with this the road mileage in - 
a vast and sparsely populated country like the United States. 
There, according to the Indian Agricultural Commission, 
surfaced roads and roads as a whole showed the fine average 
of 12.05 miles and So miles respectively per 100 square miles 
of area. 

The quality’ of even such roads as are available is far from 
satisfactory. Most of the metalled roads, excepting some of 
the trunk roads, are in a hopeless condition — so much so that 
motoring on them is universally regarded as an extremely 
perilous occupation. As regards unsurfaced roads the less said 
the better. The}'' are generally undrained and unbridged 
tracks ; and while in the dry season they are difficult to 
negotiate on account of heavily ploughed, uneven surface, 
during the rainy season they are converted into A'eritable lakes 
of mud and are thus altogether unsatisfactory. 

Road Transport. The means of road transport arei.in 
keeping with the condition of roads in the country. 
From times immemorial the bullock cart has been used 
for transport purposes in India, and even to-day it is by 
far the most important means of transport in the country. 
Even the form or external appearance and construction 



transport 


385 


of the vehicle do not appear to have undergone any 
appreciable change during the countless centuries. Motoi 
transport has no doubt invaded Indian roads since the war, 
but its activities are confined to the large centres of industry 
i;-d commerce ; and as even there it finds in the bullock-cait 
a fonnidable competitor, we would not be far wrong in 
concluding that more than 99 per cent of transportation by 
road is effected by means of bullock-carts. Transportation by 
bullock-carls is much cheaper than mechanical transport— a 
recent estimate puts it at about one-sixth of the latter ; for the 
carriage 'of ordinar}’- raw materials and agricultural products 
it is as safe as mechanical transport during the diy season, and 
it is in the dry season that most of the marketing operations 
are performed by the agriculturist. The bullock-cart, however, 
does not satisfy the third condition of efficient transport, viz., 
quickness. But in the case of rural marketing time is seldom 
at a premium, and when it is (as in the case of marketing fruits 
and vegetables) steps are always taken to overcome this 
luV^icap as far as possible. However, the cheapness of bulloclc 
crirt transport is so pronounced and the users of road transport 
are so poor that it is not possible to take any serious notice 
of its various drawbacks. 

Consequences of the inadequacy of Roads. he in 
adequacy of roads of all kinds in general and of metalled 
roads in particular has far-reaching effects ^ on the 
economic condition of the masses in India. Agriculture is 
India’s premier industry, and nearly eighty per cent of the 
population of the country is directly or indirectly dependent 
upon agriculture. In the absence of good and adequate roads, 
the cost of transporting the agricultural produce to the 
mqitketing centres and from there to the railways (for export 
afid'consumption in towns) increases, and as the price of staple 
products is governed by world prices, the price realized by 
the agriculturist for his products goes down in proportion to 
the rise in transportation costs, which naturally multiply in 
the absence of a good system of roads. These facts give us a 
fairly good idea regarding the extent to which the inadequacy 

25 
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of good roads must be responsible for cutting down the 
purchasing power (which even with good roads would be 
extremely low) of the agriculturist still further. But the evil 
does not stop here. The rural population has to obtain the 
supply of a large number of comniodities, which are not locally 
produced, from towns, and in the absence of good roads the 
cost of transporting these articles (many of which are used in 
productive operations) goes up, so that serious inroads are made 
into the slender means of the villager. The cumulative effect 
of all this is a fall in productive efficiency, which means the 
deterioration of the agriculturist’s economic condition. Again, 
when roads are bad and inadequate, the manufacturing 
industries, dependent as they must be ultimately upon the rural 
population, cannot make much headway. And lastly, the 
inadequacy of good roads discourages travel as effectively as it 
discourages the exchange of commodities, partly owing to the ' 
discomfort involved and partly by reacting upon the economic 
condition of the people and thus putting travel beyond their 
reach. The need for more and better roads thus becomes 

manifest. i 

Road construction policy during recent year. The 

bearing of road development upon the general economic 
development of the country was not fully appreciated 
until recently. Since the war both the provincial and central 
Governments have been more appreciative of the needs of the 
country in the matter of road development, with the result that 
they are now committed to the policy of providing more and 
better roads. In pursuance of this polic}’- the provincial 
Governments have been allocating larger amounts to the 
construction and maintenance of roads. As far as the 
Government of India is concerned, the change in polic}'' dates 
from the year 1927 when in accordance with the Resoh^^.m 
adopted by the Council of State, a Committee was appointed— 
(i) to examine the desirability of developing the road system 
of the country and, in particular, the means by which such 
development could most suitably be financed, and (2) to 
consider, with due regard to the distribution of central and 
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provincial function,- whether it was desirable that steps should 
be taken for the co-ordination of road development and research 
in road construction bj^ the formation of a Central Road Board or 
otherwise. It is on the recommendations of this Committee 
■Ciat the road construction policy of the Central and Provincial 
Governments is supposed to be based at the present time. 

The recommendations of road development committee. 

The Committee gave it as their opinion that the develop- 
ment of roads in India was desirable for the better marketing 
of agricultural produce, for the social and political progress of 
the rural population, and as a complement to railway develop- 
ment. binding that the inadequacy of the financial resources 
of provincial Governments and local bodies was the root cause 
of the undevelojjed state of roads, the Committee recommended 
that an additional duty of 2 annas per gallon should be imposed 
on motor spirit, and the proceeds of this additional duty should 
be distributed among the various provinces according to their 
p^etrol consuming capacity after a deduction of 10 per cent, by 
tp Central Government for its ^ own purposes. Further, they 
recommended that the possibility of obtaining additional 
revenue for road construction purposes by enhancing vehicle 
tax and licensing fees should be explored by provincial 
Governments. The funds from the above sources were to be 
spent on the construction and maintenance of main roads 
chiefly for the benefit of motor transport. As regards the all- 
important village roads, the Committee merely expressed the 
pious hope that they “should benefit indirectly by the release 
of provincial revenues and local funds which are now being 
spent on main roads to meet the requirements of motor 
transport, ’ and that ^‘in view of the importance of village roads 
iJ$.die general scheme of communications, it is hoped that they 
will receive more attention and larger grants from local 
Governments and local bodies in future.” The Committee did 
not consider the appointment of a Central Road Board with 
executive powers for administering a separate road fund as 
desirable, and instead recommended that a periodical Road 
Conference, consisting .of the Member of the Governor General’s 
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Executive Council in Charge as Chairman, the members of the 
standing Committee of the Indian Legislature for Roads, 
representatives of the Departments of the Government of India 
concerned with roads, representatives of local Governments 
and,- if so desired by them, of Indian States, should meet from 
time to time to discuss subjects of common interest; and might 
appoint sub-committees to examine questions of a technical 
character and report to the Conference. 

Results of new road policy. As has been pointed out 
above, these recommendations of the Road Develop- 
ment Committee w^ere accepted by the Govern- 
ment of India, and they now form the basis of the 
Central and Provincial Governments’ road policy. According!)’’, 
in April 1929, the duty on petrol was increased from a annas 
to 6 annas per gallon, which has ever since been yielding an 
additional revenue of nearly Rs. i crore a year. This amount 
has been distributed among the various proidnces and the 
Central Government according to the principle laid down by the 
Road Development Committee. Further, the first Road 
Conference was called in April 1930, and a Road Congress 
comprising delegates from British India and Indian States (who 
were mainly road engineers) held its first meeting at New 
Delhi in the spring of 1934 to deal with various technical 
matters in connection with road construction in various parts 
of India. 

But in spite of all these activities singularly little has been 
achieved in the realm of actual road construction over and 
above what might have been done without those extraordinary 
measures. In 1928-29 there were 67,424 niiles of metalled 
roads and 178,472 miles of unmetalled roads in British India. 
By 1929-30 the mileage had increased to 70 j 72I and 183,466 
respectively — a rate of progress which had been maintained 
during the previous four or five years. In 1930-31J first 
year when funds from the enhanced petrol duty were available 
for load construction, there were 74,048 miles of .metalled roads 
and 179,089 miles of unmetalled roads, which shows (i) that 
the attention of the authorities was concentrated upon metalling 
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the existing unmetalled roads, and (2) that while progress in 
the dii'ection of metalling was just maintained, operations in 
connection with the extension of unmetalled roads actually 
came to a standstill. In the following 3’'ear (1931-32), the latest 
..'.’ear for which official data are available, the extension of un- 
metalled roads-was undertaken but at the expense of metalling 
operation, as we find that the length of metalled roads in that 
year stood at 74,541 miles and of unmetalled roads at 189,971 
miles. The qualit3’' of road surface, however, is claimed to have 
undergone some improvement during these 3’-ears. From these 
facts we must draw the obvious conclusions that the proceeds 
of the extra dut3'’ on petrol have been spent on improving the 
existing surfaced roads for the benefit of the petrol driven road 
vehicle, that contrary to the expectations of the Road Develop- 
ment Committee, the diversion of provincial funds from main 
roads to local roads has not taken place, and that, in conse- 
quence, as far as the extension of metalled and unmetalled 
roads for the benefit of the rural population is concerned, no 
'progress was made during the first three years of the adoption 
f-di the new scheme. 

We have seen in connection with handicrafts that, as a 
counterblast to Mahamta Gandhi’s village uplift movement, the 
Government of India distributed Rs. i crore in 1935 among 
the various provinces for rural uplift. The provincial 
Governments have already announced their intention of 
spending a part of this grant on the improvement of village 
roads. But the magnitude of the rural transport problem is so 
enormous and the amounts doled out by the provincial Govern- 
ment for road construction are so small that we need not wait for 
the results of Central Government’s philanthropy. 

The Problem and its solution. We have seen that 
'^'/idia is inadequately supplied with roads of all descrip- 
tions and that the quality of the existing roads is 
far from satisfactory. If India is to advance econo- 
mically, and if the condition of the masses is to be improved, 
the problem of road extension and improvement will have to 
be tackled more seriously and systematically. Lloreover, if 
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the railways are to be maintained as a profit earning propo- 
sition by the State, more and better roads will have to be con- 
structed to feed them. It is not difficult to see that at the 
present rate of progress more than half a century will be 
required to metal the existing unmetalled roads. But the, 
problem of transport in India would not be solved until the 
road length is increased by at least 400 per cent, and possibly 
much more. It follows that, as things are moving at the 
moment, India will have to wait till doomsday for the solution 
of her transport iiroblem. When seen from this angle of view 
it would appear that the Road Development Committee, on 
whose recommendations the road policy of the Central and 
Provincial Governments appears to have been based, were 
pursuing the ideal of building roads for the special benefit of 
the motorists, and were woefully lacking in constructive ideas 
in connection with the more urgent problem of rural transport. 

The difficulties in the way of road development ,are 
essentially financial in character. To put it in a nut-shell, the 
administrative machinery of both the Central and Provincial 
Governments is, as will be shown in a later chapter, so top- 
heavy that, in spite of the fact that all the available sources 
of revenue are already being exploited to the full, little is 
available for nation-building actiwties. As the country is 
alread}' being taxed to the limit of brining production to a 
standstill, it follows that no appreciable progress in the direction 
of road construction would be possible without a drastic pruning 
of administrative expenditure. * The capitalization of revenues 
allocated to road construction and consequent!}'’ the financing 
of road development by means of borrowed capital may at 
first sight appear to be a suitable alternative to financing road 
construction vdth ordinary revenues ; but on closer examination 
it would appear that even this method is not likely to go very far 
towards meeting the enormous requirements of the country. 
There is no doubt that the development of roads would 
indirectly lead to an improvement in the revenue earning 
capacity of the State, and additional revenues may well be 
utilized for developing roads further ; but as roads are not a 
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profit-3'-ielcHng concern, the extent of initial expenditure by 
borrowed capital will ultimately depend upon the amount the 
State is willing to spend on road maintenance and to meet 
interest and sinking fund charges, which caniiot be very large 
long as the whole financial and consequently the administra- 
tive machinery of the Government is not thoroughly overhauled. 

But as other nation-building acti\fities udll have equally 
strong claims upon the revenues of the State, it maj’' very 
seriously be doubted if even the suggested changes in the 
administrative system of the country would solve the problem 
of roads within a measurable length of time. But as the 
improvement of the economic condition of the country in 
general and of the rural population in particular hinges 
largely on the development of communications, something 
which is likely to yield results more quickly and surely will 
have to be done. To our mind the suggestion of the Agricul- 
tural Commission, that the ancient system of mobilizing the 
corporate labour of the village community should be revived, 
full of possibilities, and should have immediately received 
t^e attention it really deserved from the Government. 
According to this system each village would provide labour for 
the construction of roads which connect that village with a 
main road, while the materials and skilled labour (such as road 
engineers) would be provided by the State ; and each village 
would be responsible for the maintenance of its own part of 
the road. As the agricultural population is idle for more than 
six months in a year, the offer of labour for road construction 
would not entail any serious hardships. Besides, there is no 
reason why the country as a whole or a province should be 
entirely responsible for financing the construction of roads 
y^hich are to be used only by the people living in a particular 
af^. However, if this scheme is adopted, nearly three-quarters 
of the roads needed in India could be constructed at a cost 
well within the^ financial means of the Provincial and Central 
Governments. Under this system the provincial Governments 
could concentrate their attention upon main arterial roads (with 
which the country is already well provided), while local boards 
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could develop and maintain roads of local importance with 
their own resources supplemented, if need be, by provincial 
subsidies. But even this quasi- voluntary system would show 
tangible results if larger amounts are allocated by the 
Governments concerned for maintenance charges on interest 
and sinking fund accounts, which can be done, only by drastic 
retrenchment of unproductive expenditure both b}'- the Central 
and Provincial Governments. 

Improvements in the means of road transport. 

In spite of its enormous importance, nothing has so far- 
been done by the Government or any other agency to intro- 
duce improvements in the means of road transport. As we 
have seen, the bulk of road transport in India is effected by 
means of bullock carts, and it is only in the larger centres of 
industry and commerce that the motor lorry has displaced to 
a certain extent the bullock cart. But the damage done to roads 
by this primitive form of cart is enormous. The narrow rim 
of these carts pulverizes a macamadized road, and thus the 
cost of road maintenance is increased enormously which is 
beyond the means of a poor country like India. But on tlfe 
other hand for a very long time to come the bullock cart will 
remain the principal means of transport in India ; in fact the 
Agricultural Commission expressed doubt whether mechanical 
transport will ever completely displace the bullock cart for 
short distance traffic in rural areas. In this connection we must 
take into account the fact that the bullock is not only useful 
for transport, but also pulls the plough and draws water from 
the well. For these among other reasons the bullock cart is 
bound to survive for a long time yet. In these circumstances 
there is no other alternative but to devise means of improving 
the inevitable country cart in the interests of the roads of the 
country. , _V, 

A most satisfactory solution of this difficult problem was 
offered recently by the fitting of pneumatic rubber tyres to 
ordinary bullock carts, and for this device some claims of far- 
reaching character have been made. Tests carried out in various 
parts of the country have proved the large loading capacity 
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of the new types of carts as compared with the old, which 
means that apart from the preservation of road -surface, the 
■adoption of pneumatic tyres would be a boon to the degenerated 
draught animals of the country. As far as the effects of this 
-/Atiovation on the roads of the country are concerned, we may 
relate the results of experiments on two identical roads in 
the North-West Frontier Province which are typical of those 
conducted in other parts of the country. On one track two 
country carts were placed with loads of 4)727 lbs. and 4)^51 lbs ; 
on the other two rubber tyred carts with 6,258 lbs. and 
6,763 lbs. loads were placed. (These figures also indicate the 
relative load drawing capacity of the animals in the two varieties 
of bullock carts). The track on which the country carts plied 
was worn into pot-holes in four daj^’S while the other road 
showed no signs of wear. Again the average pace of pneumatic 
tyred carts was 3.12 miles per hour in spite of their heavier 
loads, while that of the iron tyred carts was only 2.6 miles per 
Four. Thus it will be seen that not only the interests of 
T^conomy in road maintenance costs demand the adoption of 
■jiinproved types of cart wheels, but this change is also necessary 
in the interests of the cart-owner himself on account of increased 
pay load, easier draught and increased speed which the mere 
adoption of the new type of wheel is calculated to bring about. 

But the owners of bullock carts are generally so poor that 
the initial cost of fitting pneumatic wheels is likely to be a_ 
stumbling block in the way of the desired change. This 
difficulty, however, can be easily overcome by the introduction 
of the hire-purchase system of which the bullock-cart owners 
would be induced to avail themselves _ by the substantial 
advantages of the improved fittings — provided, of course, that 
the terms of the hire-purchase are not too rigid and exorbitant, 
’mring the initial stages a small subsidy from the Government 
may be necessary which may be given from the general revenites 
or by means of borrowed money by the provincial Governments. 
Anyhow, if direct and indirect encouragement is given by the 
State, it would not be difficult for the Government to make 
the fitting of rubber tyred wheels obligatory in course of time. 
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This, to our mind, is the only practicable way of preserving the 
roads of the country and bringing down the maintenance costs 
to reasonable proportions. 

III. Railway .'iv 

Pre-war development in India. By the begin- 
ning of the forties of the last century the principles 
of industrial technique had undergone a complete change in 
England ; railways in Britain had proved to be a success and 
their value as an agency for the economic development 
of the country had been clearly demonstrated ; moreover 
Britain had consolidated her political power in India. Thus 
the political interest of the East India Company and the 
economic interests of England (by way of finding new sources 
of raiy products as well as new markets for her industrial 
products) demanded the opening up of the interior of India and 
the linking up of the various parts of the country by the 
development of communications. And this could obviously 
be done most efficaciously by the construction of railways 
whose technical and commercial success had already been 
demonstrated in England. 

But the new rulers of India were by no means certain 
that conditions in India were suitable to render railway 
construction a financially profitable proposition. Therefore 
as a purely experimental measure, the construction of three 
lines (Calcutta to Raniganj, Bombay to Kalyan and Madras 
to Arkonam) was sanctioned in 1845. There being scarcity 
of capital in India and British capital being unwilling to embark 
upon enterprises whose potentialities had yet to be proved, 
the East India Company had to accomplish these early construe'-^ 
tions bj'’ guaranteeing a fixed rate of interest on the capital/' 
invested by British companies on these railway lines. It was 
1S53, when Eord Dalhousie sent his minute recommending 
on social, political and economic grounds the construction of 

lines, that a more definite policy in regard to railway 
development was adopted by the Government. Lord Dalhousie 
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discouraged State enterprise," and recommended that railway 
construction should be entrusted to companies which, as had 
been the case heretofore, should be offered by the Government 
a guarantee of interest on the capital invested. These proposals 
V/ere accepted by the Secretaiy of State, and railway construc- 
tion was started from different points by various guaranteed 
companies. The contracts with these companies laid down the 
following conditions : (i) a free grant of land was to be made 

by the Government to the companies for purposes of railway 
construction ; (2) interest between 4 i and 5 per cent, was 
guaranteed by the Government on the capital invested by the 
companies ; (3) the companies were to share half the surplus 
profits with the Government in order to repay the amounts 
which had been previously paid to them in lieu of the 
guaranteed interest ; (4) the Government was empowered to 
exercise control over the railwa5''s in the matter of finance and 
general working ; and (5) the railways could be acquired by the 
Government after t\venty-five or fifty years on certain terms. 

h - It will be seen that the Government had no means of 
controlling expenditure by railway companies. Naturally the 
result was that the companies had no incentive to economize 
especially when five per cent, interest on the capital invested 
had been guaranteed to them. For these very reasons the 
companies were not very anxious to economize in the actual 
working of railways. The result was that the railways failed 
to earn the stipulated five per cent on the invested capital and 
the deficit had to be made good from the general revenues. 

Being convinced of the wastefulness of the guarantee system, 
the Government decided during the sixties to use its 
own credit for the construction of railways. From 1869 on- 
'^'Srds railway construction was undertaken directly by the 
Government, who decided to borrow up to ;£2 millions annually 
for the purpose in Bondon. But soon afterwards the difficulties 
consequent upon the depreciation of the rupee, the famine 
(during 1874-79) and the Afghan war intervened and rendered 
progress extremely difficult. On top of all this the Famine 
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Commission of 1880 recommended that at least 5,000 miles of 
railwa}^ lines should be immediately added and that in order 
to safeguard the country against famines the aggregate of 
railway mileage should be f)nshed up to 20,000. Being unduly 
cautious and pessimistic about their borrowing power to und^; 
take a programme of railway construction on an ^tensive 
scale, the Government once again resorted to the guarantee 
system in the early eighties. But the terms of agreement were 
now altered in favour of Government, the most important 
changes being tliat interest was guaranteed on an average at 
about si per cent., and the Government was now entitled to 
obtain 6o per cent, of the profits of the railways. However, 
great progress was made in railway construction after the 
introduction of the new guarantee system. Indian States were 
at this stage encouraged by the Government of India to 
.construct raihvays in their territories. Again, the construction 
of branch lines was encouraged by offering rebates on the , 
earning of through traffic w’ith main lines. This system of 
branch line construction w'as not abandoned till 1925, whe|i, 
following the recommendations of the Acwwth Committee, the. 
Government itself undertook the financing of branch lines. 
From the early years of the present century the Government 
embarked upon a programme of more intensive railway develop- 
ment, wdth the result that between 1900 and 1914 nearly 10,000 
miles of new^ lines w’ere opened up. 

Some idea of the progress of raihvay construction in India 
may be had from the following figures. Betw'een 1844 and 
1870, only 4,255 miles of railw'ay line w'ere opened to traffic ; 
during the next ten 5mars another 4,239 miles w’ere added, 
thus bringing the total to 8,494 miles in 18S0. Bet\veen 1880 
and 1900, wdiich was the period of the new' guarantee syst^^ 
16,258 miles of raihva}' line w'ere opened up, wdiile during the 
next fourteen years 9,904 miles w'ere added, thus bringing the 
total to 34,656 miles in 1914. 

Railways during and after the war. Betw'een 1934 
and 1918 not only capital expenditure on raihvays 
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ceased almost completely on account of the financial 

exigencies of war, but it also became impossible to effect the 
necessary renewals, and therefore to maintain the railways 
in a state of efficiency, on account of the cessation of the 
Vripplies of railway materials from abroad. The result was 
that the. entire railway system broke down completely ; an 
the resulting chaos gave rise to the demand that the State itself 
should assume the management of railways. However, fiie 

Government sought a solution of its difficulties by appointing 
in 1920 a Committee under the Chairmanship of Sir William 
Acworth, which was entrusted, among other things, with the 
task of advising the Government on its railway construction 
and maintenance policy. As a result of the deliberations of 
this Committee, the Government embarked upon a programme 
of rehabilitation and improvement involving an expenditure 
of 150 crores during the years 1921-26. At the end of this 

period the railways of India became even more efficient 

than they had been before the war ; but as far as the construc- 
tor of new lines was concerned, the Government did not show 
the same amount of enthusiasm. In 1932-33 there were 42,950 
miles of railway line open to traffic ; which shows that only 
8,294 miles of new lines have been added since the war. The 
most important feature of post-war railway development has 
been that, the construction of trunk lines having been nearly 
completed, attention has been concentrated mainly upon the con- 
struction of branch or feeder lines with the double object of 
opening up new territories and developing the traffic on main 
lines. As, however, owing to trade depression the railways 
in India have been run at a loss since 1930-31, schemes of 
expansion involving new capital expenditure have beeh 
-^pfindoned, and railway authorities have confined their attention 
to completing the schemes on which work had already been 
started before the beginning of the present period of heavy 
losses. 

Investments and returns on capital. By the year 
1900 the capital investment on railways in India had. 
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touched the Rs. 329.53 crores level ; in 1913-14 it 
amounted to Rs. 495.09 crores ; and in 1931-32 it stood at 
Rs. 876.34 crores. But it must "not be supposed that railwa3^s 
in India have been a profit earning proposition all through 
their career. Up to the year 1898 the}'- were a charge upoli 
the Indian exchequer, and the deficits which the Government 
had to meet from its ordinary' revenues amounted to over 51.5 
million sterling. These early losses were mainly, due to the 
fact that a fairly high rate of interest on their capital had 
been guaranteed to the companies by the Government, which 
encouraged them to adopt highly wasteful methods of con- 
struction and management without fear of consequences. 
Further, the construction of highly expensive strategic lines 
was undertaken which had to be run at heavy losses. And 
lastly, there was inadequacy of traffic in goods and passengers 
owing to the undeveloped state of the country as a whole. 
The construction of canals in the Punjab and Sind turned the 
purely strategic lines of the north-west into profit-earning 
concerns, and the gradual development of other parts of 
country tended to bring about the same result. Moreover 
the renewal of original contracts with the guaranteed companies 
on_ terms less favourable to them in the matter of returns on 
capital and the division of surpluses was to no mean extent 
responsible for turning losses into profits! These profits, while 
showing wide variation from year to year according to changes 
in the fortunes of agriculture, continued up till 1930-31 when, 
owing to trade depression, heavy deficits appeared in the rail- 
way budget — deficits which have continued upto the present 
day and which have been temporarily made up bj’’ raiding the 


reserve and depreciation funds. 

The consequences of railway 
although the railways were run at 


development. !^t 

a loss for nearly 


half a century, and the tax-payer had to make good all those 


losses, the country from even a purely economic point of view 


gained considerably on the balance. We might first study 


the consequences of railway development from the point of 


• view of agriculture, industry and commerce. As far as the 
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agriculturist is concerned there is no doubt that the develop- 
ment of railways has benefited him b}^ bringing about regional 
specialization and extending the market for his products. 
Again, improvements in agricultural technique have been 
/^uccted to a certain extent which have tended to improve 
the economic condition of the agriculturist. The establishment 
of various manufactui'ing industries in India has been rendered 
possible by the opening up of internal markets and the provision 
of facilities for the collection and transportation of raw materials 
b}’' railways. Again, the development and exploitation of the 
forest and mineral resources of the country is the direct conse- 
quence of the development of railwa5^s. But these advantages 
in the field of production have been offset to a certain extent 
by the decline of our handicrafts as a result of railwa}^ develop- 
ment. As regards commerce, we have to note the fact that 
both the internal and external trade of the country has expanded 
enormous!}^ as a result of railwa}’' construction. Among the 
socio-economic advantages the ability to render relief to famiiie- 
.^l^icken areas b}^ railways and the saving of men and cattle 
-irom starvation and death deserves special attention. Indeed, 
we may say that even from a purely economic point of view 
the gains to the community as a whole from famine relief 
measures have more than covered the losses suffered by the 
country in consequence of railway development during the early 
stages. 

But in order to form an idea of the value of railways we 
must also take into account their various purely social and 
political advantages. The various social changes which we 
have already noted in an earlier chapter are as much the result 
of the spread of education as of the development of communica- 
■;^’ons, particularly railwa3^s. Again, if in spite of the barriers 
of language the people of India have come to have conscious- 
ness of political unity, this miracle has been wrought by the 
linking up of various parts of the country by means of railways. 
And lastl}^, the efficiency of administration, both civil and 
-military, has vastly increased as. a result of railway development. 
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Scope for further development. The question at 
this stage naturally arises: Is the country adequately 

supplied with railways, or is there any scope for fuither 
development? In order to be able to answer this question 
we must be clear on three points (a) whettier facilitifc 
for long and medium distance transport are still lacking in 
certain parts of the country, (b) whether new lines will become 
self-supporting after some time or alternatively the losses 
consequent upon the extension of railways will be counter- 
balanced by • the development of the areas hitherto not -served 
by railways, and (c) whether any other means of transport can 
be utilized to meet the requirements of those areas. A glance 
at the railway map of India would show that extensive areas 
still remain untouched by railways. The comparative inferiority 
of India in the matter of railway mileage may be illustrated 
by pointing out 'that as against India’s 2.2 miles of railway 
line per 100 square miles and 7,894 inhabitants per mile of 
railway line, the' United States, which is a vast agricultural 
country like India, has 8.42 miles of line per 100 square miles 
and 469 inhabitants per mile of railway line. Again, Canada^ 
Argentine, the Union of South Africa, Australia and New 
Zealand have an average of only about 300 inhabitants per 
mile of railway line. But the shortage of route mileage per 
unit of area or number of inhabitants does not indicate the 
extent of the requirements of the country. Railways live on 
traffic in goods and passengers ; in other words, the extent of 
railway development depends upon the general economic 
condition of the people. The people in India are so poor that 
they cannot afford to travel, and their requirements are so few 
that the movement of goods on a large scale cannot be expecte^. 
In these circumstances comparison with other countries canndt 
lead us definitely to the conclusion that India is as much under- 
supplied with railways as is indicated by the above figures. 
On the other hand, if production could some how be increased 
without bringing about a corresponding increase in population, 
the volume of traffic in goods and passengers would automati- 
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cally increase, and the case for further development of railways 
would be established. There cannot, however, be any doubt 
that the extension of railways would lead to the development 
of certain areas, but the needs of the country as a whole 
mvJer the prevailing conditions can never be so great as to 
warrrant the development of railways on a scale anywhere 
approaching the standard of other countries. 

The developments in the realm of transport must obviousl}’’ 
aim at cutting down the distance between the various undeve- 
loped parts of the country and the existing railwa}^ lines to more 
reasonable proportions. The ideal before the State should be to 
develop railwa3’^s in such a manner as to bring every habitable 
part of the country within “motorable distance” from the rail- 
way lines. In other words, the roads should serve as the feeders, 
and not the branch lines when the construction of these lines 
is likely to involve the Government in losses for a long time. 
The choice between railwa3’'s and roads, however, will depend 
upon a number of factors, the examination of which we propose 
to'itake up in a later section. 

1 ^- 

-■ Railway management and control. The question 
of railway management and control is directly connected 
with the questions of contract and ownership. We have 
seen that under the old guarantee system the Government 
exercised little control over the construction and management 
of railways, with the result that the railways constructed under 
this S3’^stem were hopeless financial failures. But when the 
Government was compelled to resort to an improved forni of 
guarantee system during the nineties, it exercised to the fullest 
extent its right to supervise and control capital expenditure and 
general management. This was done through the Railway 
Bri^^ach of the Public Works Department. In 1905 these 
functions were entrusted to the newly constituted Railway 
Board which was put directly under the Government of India, 
and which moreover was entrusted with the task of exercising 
control (over general railway policy. Subject to these dis- 
abilities and control, the various companies enjoyed a sort of 

26 
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aiitoiioni}’’ in matters relating to management, while on the 
other hand the State-owned and managed railways had their 
separate managing organization, though their ultimate control 
rested in the hands of the Government of India and was 
exei cised via the IDejiartment of Industi'}'’ and Commerce. 
Immediately after the war, when the contracts with some W 
the companies were due to cxiiire, the riuestion arose as to 
whether the Government should exercise its right of acquiring 
those railways and managing them. This question was referred 
to the Acworth Committee in 1920, the majority of which 
reported in favour of State management. Accordingly the 
Government purchased certain lines and put them under vState 
management, while in other cases after acquiring certain lines 
it entered into new contracts with old com])anies in regard to 
their management. Thus most of the trunk lines have been 
acquired by the vStatc. At the present time, the East Indian, 
Eastei n Ilengal, Xorth estern and Great Indian Peninsular 
systems are managed by the State, while the Assam-Bengal, 
I 3 omba\ -Baroda and Central India, ^ladras and Southern 
Mahratta and South Indian railway s.vstems are Governmeht- 
owned but managed by companies which have their Boards of 
Directors in London and are represented in India by an Agent. 
But the policy of acquiring control over railways has received a 
setback during recent years, as we find that contracts with the 
companies controlling the Bengal and North-Western and the 
Ivohilkhand and Ivuinaon Railways have been renewed for 
different periods. 

But it must not be sujjposed that the companies managing 
various Slate-owned railways are independent in all matters 
•concerning those railways. These managing companies arc a 
sort of managing agency firms from whom all control qnd 
initiative in matters relating to general policy and economy 
have been taken away by the Government. The real control 
is in the hands of the Governor-General-in-Council aiKl is 
exercised through the Railway Board. This Board as wc have 
seen, was originally constituted in 1905 but between that year 
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and 1920 its functions were slightly enlarged. The Acworth 
Committee, in \dew of its recommendations regarding manage- 
ment and policy in general, suggested that the Board should 
he reorganised so as to enable it to supervise the raihvaj’’ system 
the country in a more efficient manner. This re-organisation 
took place in 1924, and the Board now consists of a Chief Com- 
missioner, a financial commissioner and three members. These 
five look after railway policy relating to different subjects. 
The Board as a whole is assisted by five Directors who are 
experts in different branches of railway management and 
organisation. It is worth noting that the Board itself as well 
as its directors are appointed b)" the Central Executive. The 
Board as constituted at present is the slatutor}' authority over 
all railways in India in matters relating to actual administration 
and polic3". It is, like other departments of the Central 
Government, immune from interference bj" the legislature, so 
that the countrj’- at large does not even indirectl}' exercise the 
slightest control over railwaj' management and polic}^ But as 
control of railwaj'^s lies in the hands of the Central 
Executive, which is also responsible for controlling the 
agricultural, industrial, and commercial policy of the country, 
it is possible, at least in theory, for the Central Government to 
shape its railway policy in the interests of agriculture, industry 
and commerce of the country. 

Administration of railway finance. Up to 1924-25 
the finances of Indian railways were blended with the 
general finances of the countr3^ According to this 
arrangement the railwa3’^s were treated as a sort of department 
of the Central Government much in the same manner as 
Inrigation Departments are treated b3’’ the several Provincial 
Goi'ernments. Consequently the railway surplus was utilized 
as ordinary revenue, while the deficits were treated as an ordinar3’- 
part of governmental expenditure. As the earnings of railways 
in an3’- 3’-ear would depend upon the amount of goods and the 
number of passengers carried, which would vary according 
to rainfall and the condition of crops, this arrangement gave 
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rise to uncertainties in regard to the Central Government’s 
budgetary position. Another result of this blending of finances 
was that the railways were never conducted on strictly com- 
mercial lines. The Acworth Committee after examining the 
problem recommended the immediate separation of the finance^"!- 
Accordingly, the Railway budget was separated from the general 
budget in 1924-25. As a result of this settlement theh'ailways 
were to contribute annually to the general revenues i per cent, 
on the capital at charge plus one-fifth of surplus profits, and if 
after the paj'-ment of this contribution the amount ayailable for 
transfer to Railway Reserves exceeded Rs. 3 crores, one-third 
of the excess was to be appropriated to the general revenues. 
These contributions to the general revenues were based on the 
idea that just as losses during the nineteenth ceiiutry were paid 
by the tax-payer, so the gains of prosperous times should be 
used in lightening his burden. Apart from these contributions, 
which are more or less in the nature of fixed charges, the 
railu'ays have to find, from their gross profits, interest charges 
on capital cost account (which is another fixed item) as well as 
to make contributions to the Depreciation Fund (yet another 
fijxed charge) and, if a surplus is available after meeting all 
these fixed charges, to the reserve fund. The main object of 
the reserve fund appears to be to provide for the fluctuations 
in the normal contributions by the railways to various fixed 
charges during lean years, as well as to write down captial — 
functions which it could hardly be expected to perform in view 
of the appropriation of large surpluses by the Government on 
various accounts. 

Recent Tendencies in railway finance. We have 
seen that up to the year 1898 the railways in India: 
were run at a loss, and that the total losses aggregated to 
Rs. 57*8 o crores up to that year. The railways, however, 
experienced a change in their fortune in 1899, and from that 
year up to 1929-30 (except in 1918 and 1921) they were able 
to show substantial profits. From 1930-31 onwards, however. 
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the railwa3’-s have been running at a loss. During the seven 
years 1924-31, the railwa3'-s contributed to general revenues the 
sum of Rs. 41.65 crores or on an average nearly Rs, 6 crores 
per annum. Further, they had accumulated bet\veen 1924-25 
■faid 192S-29 Rs. 1S.71 crores in the Reserve Fund, and had 
contributed on an average nearty Rs. 12.5 crores a 3^ear to the 
Depreciation Fund between 1924-25 and 1934-35. 


As a result of trade depression the tide once again turned 
against the railways in 1930-31 when, after making contributions 
to the general revenues, depreciation fund and interest charges 
on capital cost account there was a deficit of Rs. 6.24 crores. 
In 1931-32 the contributions to the general revenues were held 
in abeyance, and the deficit amounted to Rs, 9.S6 crores. In 
1932-33 the losses amounted to Rs. 10. So crores, in 1933-34 t^^^y 
stood at Rs. 7.96 crores and the revised estimates for 1934-35 
have put the losses at Rs 4.24 crores. 

The question arises : how have these enormous losses been 
jmade up ? In the first place practicall3’' the whole of the Reserve 
ahind has been eaten up by these deficits. Again, nearl3’- Rs. 29 
crores have been borrowed from the depreciation fund. Have 
the railways done anything to reduce their losses? It may be 
pointed out in this connection that there ai-e five main items of 
expenditure in the railways budget : (a) interest charges, 

(b) depreciation charges (c) contributions to general revenues, 
(d) contributions to Reserve Fund, and (e) operating charges. 
The first two items are more or less fixed, so that there is no room 
for economy there ; contributions to general revenues have been 
suspended since 1931-32 ; the Reserve Fund has ceased to exist 
since 1931-32. In these circumstances the railwa3’-s could cut 
^iown their losses only by reducing their opreating charges, and 
■^ji this direction they have not been very successful. Salaries 
and wages account for the bulk of the expendiutre under this 
head ; but while the loss of traffic has necessitated the reduction 
of the staff, practically nothing has been done to reduce 
expenditure under this head to more reasonable dimensions. 
Notwithstanding the heavy losses of the past six years even the 
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salary cuts, which were imposed in 1932, have been restored,, 
which means that contrary to the claims of our rulers the 
railways of India are not being run on business lines. No 
business concern in the world has left the wages of its em ployees 
intact since the depression started in 1929; and Indian railways^ 
by being an exception only prove the accuracy of the above 
contention. However, as the Depreciation Fund cannot go on 
lending money for ever, the railways will have to cut down their 
over-head expenditure drastically in order to avoid becoming 
a charge upon general revenues, which they can do only by 
reducing the salary bill so as to bring it in conformity with their 
means and resources. 

The rales policy. As railway rates in India have always 
been fixed according to “what the traflBc will bear” principle, 
regardless of the 'interests of Indian industries, agriculture and' 
commerce, and therefore to the detriment of their own ultimate 
interests, it is highly problematical if a change of rate policy 
would immediately alter the budgetary position of the railways. 
The peculiarities of the present rate policy of Indian railway^, 
may be summed up by saying that rates between ports and ' 
inland centres are much lower than inland rates, that 
the maximum and minimum of the rates for various 
classifications of goods are fixed by the Government, 
and that the present rate policy is not in the ultimate 
interests of Indian agriculture and industry and there- 
fore of the railways themselves. Until recently the evils asso- 
ciated with the rate policy appeared in a more glaring form ; 
they have been remedied to a certain extent during recent -years 
as a result of the recommendations of the Industrial, Fiscal and 
Agricultural Commissions ; nevertheless they are still there and 
are hampering the economic progress of the country and con->" 
sequently of railways themselves. When the movement of goods 
to and from the ports is subject to reduced rates, this concession 
reacts upon industries in inland centres by reducing their ability 
to compete with foreign countries owing to higher transportation ' 
charges on raw material and finished goods. Again, when the 
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transportation of productive materials is subject to heavj’’ 
charges, agricultural improvements are retarded. Both these 
ddve! sel y affect production and therefore the purchasing power 
of tlie people at lai-ge ; and thus the railways themselves are 
ai^sorsely affected in the long run. It would thus appear that 
the present rate policy is devoid of all foresight in regard to 
the interests of railways themselves, and is certainlv against 
the economic interests of the countr}’^ as a whole. In revising 
the rates schedule the railwa3’s will have to take into account 
the fact that their own prosperity is linked up with the pros- 
perin’ of producers and consumers in the country, and that the 
reduction of rates will hurt the railway’s but temporarily. At 
anj’ rate the present tendency’ of manipulating the rates with a 
view to meeting heavj' deficits will in the long run prove to be 
suicidal. 

State versus company management. In the circum- 
stances that the railways have certain fixed charges 
to meet and that their income cannot be increased 
inflnediately, the only alternative to imin and bankruptcy 
appears to be the reorganization of railways, the first step 
tow ards w’hich would be the improvement of general manage- 
ment and the reduction of rvorking expenses. In this connection 
the question arises : Are the State-managed or the Company- 
managed railways more likely to introduce these improvements, 
and which form of management would ultimately be in the best 
interests of the country'-? In order to arrive at a conclusion we 
might studj’ the results of the working of State raihvaj's under 
the two S3'stems during recent 3'ears. The capital at charge on 
March 31, 1931 M State-orvned raihva3’'s was 783.32 crores, of 
497-9^ crores w'as accounted for by the State-managed 
liueS and 2S1.97 crores by the lines worked by companies, the 
balance being made up by miscellaneous items. This distribution 
has been in operation roughly since 1925. But in spite of the 
fact that the capital at charge of company-managed State 
railways has been only about three-fifths of the capital of State- 
managed raihva5’’s, the former have consistently showm higher 
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net returns than the latter. The following table explains the 
position clearly.* 

Net gain or loss to Government : 1928-29 1929-30 1930-31 1931-32 1932-33. 
State Railways ( laklis of Rs. ) 260 -80 -653 -765 -776 

Net gain or loss to Government : 'k 

Companj' Railways (laklis of Rs.) 383 325 32 -215 -287 

“These figures are somewhat remarkable considering that, 
while the State-managed railways meet from capital all . the 
extra cost of replacing an asset, the company railways meet 
such expenditure from revenue. The State-worked lines 
include the strategic lines of the Frontier, but even after making 
an allowance for the loss on these lines, the Company -lines show 
better results.”! It is also evident that had it not been for 
the better financial results shown by Company lines, the losses 
would have- so enormousl}'- increased as to render 
heavy contributions from general revenues necessary. ■ Since 
the maxima and minima of rates are fixed by the Government 
itself and are common to all State-owned railways, it would 
be wrong to suggest that in showing better financial results the 
Companies have fleeced the consumer. On the contrary the dice 
are loaded definitely in favour of State-managed lines, seeing 
that they all serve the most densel}^ populated and prosperous 
areas in the country. The conclusion in these circumstances is 
obvious : the Company-managed railwa5'’s have been able to 
show better financial results merel}’^ on account of their more 
efficient and elastic organisation, so that from the point of mew 
of efficiency of organisation there is nothing to recommend the 
management of State-owned railways by the State itself. 

It is certainly true that the Government is responsible for 
controlling the policy of Company-managed railways : it controls 
appointments, rates, extensions and the general conduct of rail- 
ways ; but the fact that the companies can show better financial 
results in spite of these restrictions goes vastly in their favour. 
Of course there is nothing inherently wrong in Government 


^ See Indian Finance Year Book, 1935, p. 278. 
f Ibid. p. 279. 
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enterprise, especiallj’’ in tlie field of public utilit}’’ undertakings ; 
and if company-management has shown better results it is 
probably due to the fact that the administrative machinery of 
Government-managed railways in India is too inelastic to show' 
^'iie same degree of efficiency as w'e have come to associate wdth 
company management. Red-tapeism in purely commercial 
matters has ahva3’-s a baneful influence upon the efficiency of 
management, and so long as the Government regards State 
enterprise in general with suspicion and distrust, the conduct of a 
solitapv commercial enterprise which does not work under condi- 
tions of complete monopoh' can never be satisf actor}'. Until there- 
fore the socialization of primary economic services becomes an 
•accomplished fact (wdrich can be done only if the general 
economic polic}' of the Government undergoes a complete 
somersault), it w'ould be better if the Government acts upon 
the recommendations of the IMinority of the Acworth Committee, 
and entrusts the management of railw'a3's to Indian domiciled 
companies. This arrangement would not deprive the country 
^the various advantages associated with State enterprise: for 
Me Government as the owmer of raihva3>-s w'ould, as at present, 
be in a position to guide the w'orking of railways according to 
its owm policy — a policy which may be shaped not according 
to the momentary interests of the Government and the tax- 
payer but according to the ultimate economic interests of the 
countr}' as a whole. 

Railways under the new Constitution. But the Gov- 
ernment of India Act, 1935, provides that ‘'the execu- 
tive authority of the Federation in respect of the regulation 
and the construction, maintenance and operation of railways shall 
be exercised by a Federal Railway Authority,” and that this 
Authority shall be free from all interference by the Legislature. 
As' the Legislature will have no control over the members of 
the Authority, and as this Authority will be directly under the 
Governor-General, it is obvious that the raihvays of the country 
will not, under the new constitution, be even indirectly controlled 
by the people in the interest of the country at large, and that 
as agriculture, industry, forests and commerce are supposed to 
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come under popular control (subject of course to a number of 
restrictions and reservations), it would not be possible for the 
reformed executive to co-ordinate its policy relating to general 
economic development with railway policy ; iu fact, it may be 
taken as certain that the railways will never be allowed to play^; 
a part in the general economic development of the country. 
And we are told by the authors of the new Government of India 
Act that this fundamental maladjustment would ensure the 
working of railwaj^s on sound commercial lines ! 

Rail-road Co-ordinalion. Since the war the introduction 
of motor transport has created new problems for Indian railways : 
it has fed the railways with traffic in goods and passengers when 
it has been operating on roads converging on railway lines, and it 
has deprived them of traffic when it has been operating on roads 
that run parallel to the railway lines. The problem is : how to 
coordinate the activities of the two in such a manner as to 
avoid the wastes of competition and to yield results beneficial 
to the country at large ? 

As far as the feeding of railways b}’’ roads is concerned, 
the problem does not present many difficulties. It may be taken 
as an established fact that road transport is cheaper than rail 
transport over short and medium distances, and that the inter- 
vention of diesel motor is lengthening the distance over which 
the railwa3’^s would never be able to compete with road transport. 
In view of these technical improvements it seems highly 
problematical if there is now much room for further railway 
development in India ; at any rate before it is decided to con- 
struct a new railwa}'- line, it would be necessary to enquire if 
it would not be more economical as well as beneficial to the 

areas concerned and the existing railways themselves if a road 
. . ' ^*"1 
IS constructed instead and more modern means of transport are 

introduced thereon. Who should undertake this task? Of 

course roads will have to be constructed by local or provincial 

Governments ; but as far as the actual provision of the means 

of transport is concerned, it may be done either by local or 

provincial Governments, or bj’’ private individuals, or by rail- 
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ways themseh'es. The handing over of transport monopoly to 
a system of railwa3^s whose conduct is in no way allowed to be 
influenced by the will of the nation cannot be countenanced. 
Pri\ate enterprise, as has been shown during recent }'ears all 
often degenerates into uneconomic competition, and 
besides the service it provides is not alwa.vs very efiicient. On 
the other hand all these defects are absent in the case of enter- 
prise conducted b3^ local or provincial Governments. In any 
case, road-rail co-ordination in this particular sphere will be 
confined to the definition of the scope of the hvo in various 
undeveloped localities. 

But co-ordination would assume a somewhat different 
aspect when the case of roads running parallel to the existing 
railway lines is taken into account. In this case the two 
systems compete, and as road transport is cheaper, railwa3’’s 
lose in consequence ; and this competition is likely to become 
the keener witli further technical developments in the construc- 
tion of motor vehicles. Should this competition be encouraged 
o^hould it be suppressed by regulating road traffic and by 
allowing railways to put tlieir vehicles on roads and to capture 
the traffic? The aim of road-rail co-ordination in this case 
appears to be to make things easy and comfortable for the 
railways, which can be done either by allowing the competing 
roads to be destroyed for want of repairs or by allowing rail- 
ways to appear wffh all their unlimited resources on the roads 
for traffic ; and it means the establishment of monopoly in 
both cases. There would be no objection against such a 
monopoly only if railways were controlled and run by Indians 
themselves in the interests of the country. In the absence of 
IsuA control, roads offer the only means of escape from the 
sGx^sh policy of the railways which they are likely to adopt 
under a system of foreign control. So long, therefore, as 
India s railways remain under the control of foreigners (whose 
economic interests will always clash with our own) co- 

ordmation by eliminating competition would not be in the best 
interests of tlie country. 
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Inland Waterways 

Varieties and advantages of inland waterway transport. 

As compared with railway and road transport, water transport 
is much cheaper owing chiefly to the fact that the actual cost 
of labour and power per unit of article carried is much smallei:'> 
and because (except in the case of artiflcial waterways) the 
initial and maintenance costs are comparatively negligible. 
There are three possible varieties of inland waterways ; (a) 
navigable rivers, (b) purely navigation canals, and (c) irrigation 
cum navigation canals. The possibilities of inland waterway 
transport as a whole as well as of each of these three main 
varieties would obviously differ from country to country accord- 
ing to the physical characteristics of the country and the 
presence cff navigable rivers. We shall examine the possibilities 
of all these three varieties in various parts of India. 

Possibilities of inland waterways. As far as the 

problem of using ordinary irrigation and specially con- 
structed navigation canals in India is concerned, we 
may dismiss the whole subject with the remark that ivhile 
the use of the former is impracticable owing to the unevenness 
of water flow in irrigation canals and the fragility of their 
embankments, the construction of navigation canals can never 
be a financially sound proposition in a country where densely 
populated centres of commerce and industry are few and far 
between. River navigation has distinctly better prospects 
but even in this field we must not expect spectacular develop- 
ments. The country south of the Vindhyas is completely 
devoid of possibilities, except in the lower deltic regions, owing 
to the ruggedness of its surface and the seasonal character of 
its rivers. In the noi'th, on the other hand, the prospects are 
more encouraging. The Indus, the Gauges and the Braha’m- 
putra are all navigable over considerable distance and are 
already being used bj'- small crafts to a certain extent. But 
the competition of railwaj'-s, lack of organisation and the 
absence of interest on the part of the State have prevented the 
inland waterways in the north from being used for 
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transport purposes to the same extent as thej'' might have been 
used by more enterprising people ruled by a more sympathetic 
government. The Industrial Commission and even the Acworth 
(Radwa3') Committee de^ilored the existing state of affairs, and 
^‘^'commended the adoption of a polic3’' designed tO‘ encourage 
the use of inland watenva3's for transport purposes and to keep 
the annihilating competition of railways within reasonable 
limits. But nothing has so far been done, and is not likel3’’ 
to be done so long as the Government regards the prosperity 
of railwa3's, and not the prosperit3’' of the country as a whole, 
as an end in itself. Cheap transport is a necessary condition 
for the prosperity of agriculture and industry, and, as has been 
pointed out above, water transport is always cheaper than 
both railway and road transport. 

Irrigation Versus Navigation, But the navigability 
of the rivers of upper India, especially of the Indus and the 
Ganges, may suffer to a certain extent as a result of the diversion 
of their waters into new canals. As irrigation is more important 
cheaper transport, no consideration should stand in the 
of the utilization of the water of various rivers 
for purely agricultural purposes. But as the flow of 
water in the rivers and their tributaries cannot, for various 
technical reasons, be reduced below a certain fixed Tninirmim ^ 
it follows that even if the irrigation system is developed to 
the highest pitch, thfi navigability of the main streams would 
be only reduced, but never completely destroyed. The ideal, 

- in these circumstances, before the nation should be first to use 
the waters of the rivers for irrigation purposes to the greatest 
possible extent and to develop inland water transport facilities 
as then available, but not at the expense of irrigation. 

Coastal and Oceanic Shipping 
The Present position of inland shipping and its 
Possibilities. In the absence of reliable data it is extremely diffi- 
cult to form an idea of the present position of Indian coastal and 
oceanic shipping. Various estimates have been offered with 
regard to coastal trade, but taking all the various relevant 
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factors into consideration it seems that in normal times at least 
4 million tons of merchandise is annually carried from one part 
of the country to another by the sea route. Of this, according 
to the estimates offered by Indian shipping interests, onlj' 
aliout 15 per cent is carried by Indian-owned vessels at tfee 
present time. As regards the .share of Indian shipping in 
India’s sea borne trade, the inferiority is even more pronounced 
than in the case of coastal shipping. In 192S-29, which was 
the last pre-depression year, nearly 15 million tons of 
merchandise valued at nearlj'’ Rs. 600 crores was carried to 
and from Indian ports. Of this only about 1.5 per cent, of 
goods by weight were carried by Indian vessels. Of even this 
small, almost negligible, share more than one-third was carried 
by small sailing vessels. These figures show that Indian 
shipping enterprise is practically non-existent, and that almost 
all the profits of the carrying trade, which according to 
Mr. S. N. Haji average nearly Rs. 57 crores a year in normal 
times, are taken away by foreign shipping concerns. 

Causes of backwardness. I 3 ut this baclcn^ardness of 

Indian coastal and oceanic shipping must not be attributed to 
lack of entei prise on the part of Indians themselves, 
as we know that during the past forty years a 

number of shipping companies have been formed, and 
all of them, with one or two exceptions, have gone into 
liquidation after suffering heavy losses. ' The causes of these 
failures are also the causes of the backwardness of Indian 
shipping ; and these failures may be attributed directly to the • 
relentless and unfaii competition of strongly entrenched foreign 
concerns and the apath}^ of our rulers. Let us take coastal 
shipping first. The ships operating in Indian water belong to 
a few British Companies which have formed themselves into^n 
“Conference”, and which by virtue of their dominating position 
can charge monopolj^ prices for the services the}’- render much 
against the interests of the Indian consumer. High profits 
under monopolistic conditions have enabled them to launch 

See Economics of Shipping, p. 375, 
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annihilating rate wars against infant Indian shipping concerns, 
while their age-long connection with Indian merchants has 
enabled them to introduce the deferred rebate system to the 
detriment of Indian shipping interests. The object of the 
deferred rate S3'stem is to prevent the traffic in goods from 
■'passing into the hands of the shipping concerns not belong- 
ing to the Conference, and this the Conference companies do 
by means of granting a rebate of about 10 per cent, on the 
freight provided a shipper has not sent his goods by anj’^ other 
but a Conference ship during a certain period in the past, and 
provided he continues to use the Conference ships for the 
despatch of goods for a specified period in the future. This 
arrangement naturally prevents the shippers from transferring 
their custom to other concerns which they can do only by 
forfeiting valuable concessions in the shape of rebates. B3f 
these means new Indian shipping concerns have been starved 
of custom and forced to go out of business. In addition to 
this powerful weapon, these Conference Companies have 
•launched rate wars which the3’^ were in a position to finance 
^nt of their enonnous reserves without seriously affecting their 
"dividends, and which infant Indian concerns were not in a 
position to face. The position of British shipping companies 
is further strengthened by the grant of contracts for the carriage 
of mails and Government stores which are denied to Indian 
shipping concerns on various pretexts by the Government. 

The Appointment of the Mercantile Marine Committee. 
The hostility of British shipping concerns towards Indian 
enterprise naturally gave rise to demand for governmental inter- 
vention. As a result the Indian Mercantile Marine Committee 
was appointed in February, 1923, to examine the possibility 
and methods of developing the shipping and ship-building 
J^dustries in India. The Committee found that India possessed 
all basic facilities for the development of these industries, and 
made some very sound and practicable recommendations with 
•that end in view. To begin with, finding the countr3’- handi- 
capped in the matter of trained navigation officers and marine 
engineers they recommended that the Government should 
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provide facilities for training. They further recommended that^ 
as an initial measure, encouragement should be given to the 
shipping industry by reserving the coastal trade for ships which 
were eventually to come directly under the ownership and 
control of the nationals of India if they did not already satisi^^ 
this condition. These ships were ultimately to be required to 
employ only Indian officers and engineers. In order to 
expedite the projected transformation, the committee re- 
commended that the Governinent of India should acquire a 
British line operating on the Indian coast and gradually transfer 
its control to an Indian concern. Further, rate-wars, deferred 
rebates and other practices in restraint of trade were to be 
declared unlawful, while oceanic shipping was to be encouraged 
by the grant of bounties to Indian-owned vessels and shipping 
companies. And, finally, the Committee made some useful 
suggestions for the establishment of the ship-building industry, 
such as the grant of bounties on ship construction, the offer 
of loans on cheap terms for the construction of ship-building 
yards, the engagement of foreign technical experts, and the 
provision of facilities for instruction in naval architecture both 
in India and abroad. 

Attitude of the Government. It is obvious that these 
recommendations implied the gradual elimination of British 
enterprise in the field of India’s coastal and oceanic shipping 
trade which, apart from the employment of a large number of 
highly paid men, involved an annual loss of more than £50 
million. This kind of arrangement could not be countenanced 
by the Government of India constituted as it is at the present 
time. Naturally the whole scheme was thrown overboard, and 
nothing was done to develop the shipping and ship-building 
industries except in the matter of the provision of facilities f^r 
the training of marine officers and engineers, which was done 
by providing a small vessel for the purpose. 

Bills for the reservation of coastal traffic and the 
abolition of deferred rebates. It was in the above 
circumstances that having despaired of Government’s 
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attitude, j\Ir. S. N. Haji introduced his Bill in the 
Asseinbl}^ in September, 1928, for the reservation of 
coastal shipping for Indian-owned vessels. The object of this 
Bill was to transfer the ownership of the vessels and lines 
c-T. erating in Indian waters to British Indian national by pro- 
valing that 75 per cent, of the stock should belong to the latter, 
and that representation on the directorate as well as voting 
power should be in proportion to the percentage of stock held 
by Indians. The principles underljdng this bill were by no 
means new and untried. They had already been successfully 
applied by various foreign countries including some member 
States of the British Empire and England itself. But in spite 
of this fact the Government and the European community 
opposed the measure on grounds of racial discrimination and 
impracticability. In February, 1929, Haji introduced 

another Bill for the abolition of the deferred rebate system witli 
a view to breaking the monopoly of the existing shipping com- 
bines and enabling new concerns to enter the fold as well as 
• preventing the establishment of a monopoly in the future. 

^ It is obvious tliat without such extraordinary measures as 
suggested by the Mercantile Marine Committee or provided for 
in'^Mr Haji’s two Bills it would never be possible to develop 
the shipping industry in India in the face of the planned hostility 
of foreign vested interests. However, these Bills never became 
Law, with the result that the shipping trade of India is still 
controlled by foreigners, and what is worse, there is now no 
prospect of its being shared by Indians on a large scale in the 
near future. The new Government of India Act provides 
that legislation aiming at discrimination against British com- 
mercial interests, regardless of the objects of such discrimination, 
is not to be permitted under the new constitution. So the 
miinopoly of British shipping in Indian waters has been put on 
a more stable basis by the constitution of the country itself— at 
rate for the time being. 


any 



CHAPTER XVII 

CURRENCY AND EXCHANGE. 

/•“ ' 

I. The Evolution of the Cold Exchange Standard. 

The Introduction of Silver Monometallism and Standardi- 
zation of Coinage. Before the advent of the British, currency in 
India as a whole consisted of gold and silver coins , but in no 
part of the country any attempt was made to maintain a fixed 
legal ratio between the two varieties of coins. However, the 
Mahomedan rulers on the whole were more favourably inclined 
towards silver coinage, while the Hindu kingdoms in the South 
preferred gold. The position became infinitely more compli- 
cated when from the ashes of the Moghal Empire arose a large 
number of petty kingdoms, and they all celebrated their birth 
by striking their own gold and silver coins of different weights 
and fineness. Some idea of anomalies in the realm of currenc;^’ 
may be had from the fact that during the early British perio(^ \ 
no fewer than 994 varieties of gold and silver coins of different 
weights and fineness were cunrent in India. In these circum- 
stances, naturally enough, no commercial transaction of any 
consequence could be affected without the intervention of 
professional bullion dealers and money changers, who reaped a 
rich harvest at the expense of trade and commerce of the 
country. 

This state of affairs adversely affected both the revenues 
and trading operations of the East India Company. Realizing 
that this chaos could be ended only by the introduction of a 
uniform legal tender coin of its own for all its possessions dn 
/ India, the Company issued, during the early years of the 
nineteenth century, both gold and silver coins of definite 
weights and fineness and at a fixed legal ratio. But the ratio 
could not be maintained owing to variations in the market 
value of the two metals, so that this bimetallic system never 
worked. It was not, however, till 1806 that a definite decision 
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in regard to discontinuing the system was arrived at. In that 
.year the Court of Directors of the East India Company sent a 
■despatch to the Governments of Bengal and Madras in which 
they discussed the desirabilitj^ of adopting monometallism and 
tj’.e propriety of adopting the silver rupee as “the principal 
3\ieasure of value and tlie money of account,” but allowing gold i 
coins to remain in circulation without any fixed legal ratio j 
between them and the silver rupee. 

But the instructions contained in the Despatch were not 
acted upon until iSiS by either of the two Governments con- 
cerned. In that year the ]\Iadras Government introduced the 
silver rupee of one tola (iSo grains) and ii/i2ths fine avowedly 
as a substitute for the gold pagoda as a standard coin of the 
Presidency, but without depriving the pagoda of its legal tender 
quality. The mints were closed to the coinage of gold, but 
the pagodas already in circulation were, like the silver rupee, 
to be treated as unlimited legal tender, and the pagoda-rupee 
ratio was henceforth to be determined from time to time accord- 
ing to variations in the market value of the tu'o metals. Here 

have the beginnings of silver monometallism in the sense 
that mints were open only to the coinage of silver and the face 
value of the silver rupee corresponded exactly to its intrinsic 
V'alue. 

Silver rupees were later on introduced in other parts of the 
country under the East India Compan}', and thus each Presi- 
dency came to have a uniform coinage of its own. But the 
unification of currency in British India had yet to take place : 
for neither the rupee of one Presidency was identical in weight 
and fineness to the rupees of other Presidencies, nor was it 
recognised as legal tender beyond the boders of its own 
presidency. This anomaly could obviously be removed only 
-^y the adoption of a uniform system of coinage for the whole 
of British India, and this was done by Act XVII of 1835. 

According to this Act the silver rupee weighing one tola 
or 120 grains and ii/i2ths fine (the same as. the Madras rupee 
of 1S18) was made the standard coin and sole legal tender for 
all the Indian possessions of the East India Company. It also- 
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provided that gold coins of all descriptions were to cease to be 
legal tenders in all the possessions of the Company, although ^ 
it authorised the coinage of gold inohurs and of five, ten and 
thirty rupee pieces of gold. The Act of 1835, thus not only 
standardized coinage for the whole of British India,, but al^o 
introduced full-fledged silver monometallism in the place of ,a 
sort of parallel standard system. The provision in regard to 
the minting of gold coins of various denominations was only 
a safety valve for possible future exigencies, and as such was 
by no means an integral part of the new system.) Tlie main 
provisions of the Act of 18351 however, remained in force up 
till 1893 when mints were closed to the free coinage of silver. 

As regards the acUial working of the silver standard in 
India, it is interesting to note that the coinage^ \vas„_ not Jr.ee : 
the mints charged a seignorage of 2 per cent, which must have 
been substantial enough to prevent the conversion of rupees 
into silver bullion to a certain extent. But as mints were open-v/ 
to the conversion of silver into rupees without limit, the value 
of the rupee corresponded closel}’’ to the value of silver : a rise 
or fall in the value of one being reflected by a correspondip.T 
change in the value of the other. 

To complete the description of the Currency System that 
came into force in 1835, it may be pointed out that in the same 
year another Act (Act XXI of 1835) was passed which 
^ authorised the issue of token coins of various denominations, 
sucli as do^le pice, pke and pi^, while half-pice token was 
issued in 1854. Apart from these, four anna and tv'o anna silver 
coins were also issued, but they were legal tender up to one 
rupee only although their face value corresponded with,_tlieir 
intrinsic value in the same manner as fh^l 3Dd 

half-rupee coins which were unlimited legal tender. 

The Demonetization of Gold. The currency systeih 
introduced in 1835 was not quite so simple in its actual working 
as it looks on paper ; for the opening of mints to the free 
coinage of gold mohurs and other coins, which were not legal 
tender at all made the system exceedingly complicated. In 
J 1841 the Government tried to justify its policy in regaid to 
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gold coinage by issuing a notification authorising the treasuries 

to receive gold moliurs at the rates denote y 

the aenominalion of the pieces". So far and for the tl«‘ 
years the silver-gold ratio had fluctuated in the neighbourhood 
15 • I, so that the acceptance of gold coins at the treasuries 
did not land the Government in a difficult position. But the diffi- 
culties of the Government began with the discovery of extensive ^ 
gold deposits in California and Australia between 1S4S and 185J 
which led to a marked fall in the value of gold as measured 
in terms of silver. The silver-gold ratio in the market conse- 
quently came down, and people began to make payments to 
the Government in the overvalued gold coins, while on their 
part they demanded payments in silver rupees. This naturally 
resulted in heavy losses to the Government, so that the Govern- 
ment had no alternative but to withdraw the notification of 

1841 done on Januar3’' i, 1 ^ 53 * 

' Movement in Favour of Return to Gold. It has been 
estimated that as a result of the demonetization of gold nearly , 
£120,000,000 or Rs. 180,00,00,000 worth of gold coins ^ven^ut 
-circulation. There was, consequently, great stringency of 
moiIiF^he country ; and this stringency became all the more 
pronounced owing to the fact that India’s intenial and external 
trade were >th. expanding fast and supply of currency instead 
of keeSng"^ pace with this expansion was actually contracted 
to the enormous extent we have just noticed. There was, 
consequently,, great agitation in the country in favour of ^ 
remonetization of gold, and commercial communities in various 
parts of India memoriafized the Government urging on them 
the necessity of re-issuing gold currency. As a result of this 
agitation, with which even some of the Finance-Members of 
the Government of India found themselves in sympathy, the 
-government issued a n otifica tion, in Noyember,..i86_4, whereby ; 
Government treasuries were authorized to accept sovereigns and\ 
half-sovereigns as the equivalent of Rs. lo and Rs. 5 respectively, j 
and the Government undertook to pay, when convenient and j 
if its creditors so desired, in sovereigns and half-sovereigns. 
But.^S..JieitlLeiLJ:bese_,gold__coi^^^ we re declared _ legal tender 
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currency nor were mints opened to their free coinage in India^ 
the. new measure failed to bring much relief "to the money 
nmrket. 

The Mansfield Commission. The Government sought a 
way out of the currency chaos by appointing a Commission in 
iS66 under the Chairmanship of Sir William Mansfield to 
devise a suitable currency system for India. The Commission 
recommended (i) that gold currency consisting of 15, to and 5 
rupee coins should be issued, (ii) that currency should consist 
of gold, silver and paper. Further, being convinced that the 
mere opening of the mints to the coinage of gold would not 
meet the requirements of the situation, they expressed the 
opinion that gol^ coins. should- be, madejegaljender. But the 
recommendations of the Commission were never acted upon by 
the Government, so that the position created by the Notification 
of 1864 remained unaltered. Meanwhile, the value of 
sovereigns was increased in 1868 from Rs. 10 to Rs. 10-8 and 
from Rs. 5 to Rs. 5-4 respectively in conformity with the market 
ratio at the time. 

Decline in the Value of Silver. From the year 
far-reaching changes began to take place in the relative value 
of silver and gold. After the Franco- Prussian war the German 
Empire decided to denionetize silver and to adopt the Gold 
Standard instead. A year later (1874) the various Scandinavian 
countries also abandoned the silver standard. Targe quantities 
of demonetized silver poured from these countries into the 
market with the result that there was a sharp and heavy 
decline in the value of the metal. And to crown it all there 
came the discovery of new silver mines and improvements-in 
the^technique of the extraction of the metal, which reduced ' 
the cost of production and so depressed the value of silver still 
further. While the value of silver declined rapidl}’-, that' bf 
gold moved in the opposite direction owing firstly to an increase 
in demand for the metal for currency purposes in various , 
countries which had newly adopted the gold standard and 
secondly on account of decline in the production of the metal. 

It was in these circumstances that the countries of the Tatin 



CURRENCY AND EXCHANGE 


423 


Monetary Union (France, Italy, Switzerland and Belgium) 
found it impossible to maintain the double standard and had 
to close their mints to the free coinage of silver without, how'- 
ever, demonetizing the metal. The “defection” of the Latin 
TJnion made confusion worse confounded, and drove the last 
''■'nail into the coffin of the silver standard. 

Effects of Silver Slump on India. The immediate con- 


sequence of slump in the value of silver wns that the depreciated 
metal began to be dumped in ever increasing quantities in all 
the silver standard countries, and in India the bulk of this 
silver was turned into rupees with the result that there was a 
rapid rise in the general level of prices. The fall in the gold 
price of silver was naturally followed by a corresponding fall 
in the value of the rupee as measured in terms of sterling : in 
1S71-72, when the price of silver stood at 6oJ^d. per ounce, the 
rupee-sterling exchange was quoted at ij. iij4d., while by 
1892-93, when silver cost sgd. per ounce, the exchange rate had 
come down to is. 3d. This fall in the rate of exchange, ivhich 
vfrom 1 87 2 onward was rapid and continuous, ivas in its turn 
^be cause of many an eidl, of which only the budgetry diffi- 
" culties of the Government of India, the adverse effects of 
fluctuating exchange on trade and investment of foreign capital 
and discontent among the European officials of the Government 
may be mentioned, but ivhich we shall discuss in detail later on. 

Agitation against the Silver Standard. Fluctuations in 
the rate of exchange and gradual and continuous depreciation 
of the rupee, to which we have just now referred, turned 
foreign trade into a gamble for no one knew how much he 
would have to pay in rupees for the foreign goods imported by 
him. Realizing that fall in the value of silver was the root 


cause of all their troubles, the trading communities started an 
agitation against the free coinage of silver and in favour of the 
adoption of the gold standard. But the Government thought 


it was none of its business to rescue the countiy from the mess 
which its own currency policy had created. However, the day of 
reckoning w’as not far distant ; Government’s own financial 
difficulties became acute with the passage of time, and in 1878 
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it was .itself compelled to propose to the Secretary of State 
(j) that gold standard should be adopted in India, and (n) that 
as a preliminary measure the value of the rupee should be arti- 
ficially increased by charging a heavy seignorage on its coinage. 
The Secretary of State (or in other womrds the British Govern- 
ment) turned down these proposals unceremoniously. And, 
having regard to the interests of their own country, they were 
perfectly justified in their action : for the value of gold as 
measured in terms of commodities had already become incon- 
veniently high, and the adoption of the gold standard by India 
would have brought about the drain of gold from Britain and 
other countries and therefore a further fall in prices which in 
turn would have depressed industry and trade in those countries. 

I Common sense and justice were pitted against self-interest, and 
j the British Government were inspired by the latter when they 
! refused to allow India to adopt the gold standard. 

International Bimetallism. The Government of India had 
now no other alternative but to hope that International Mone- 
tarj’" conferences (which were convened between 1867 ancl iSga. 
by the United States with the support of Trance with a view; 
to restoring the value of silver by the adoption of international 
bimetallism) Avould somehow succeed in rehabilitating silver as a 
monetary standard. ^But the various gold standard countries in 
general and Britain in particular sliow'ed open hostility 
towards the aims of these conferences and contrived 
to bring about their failure. "^This hostility w^as due to the fact 
that these countries, of wdiich England had always been the 
ring-leader and instigator-in-chief, could not countenance the 
idea that part of the supplies of gold should be diverted to the 
various silver standard countries ivhich the adoption of intei- 
national bimetallism ivould have necessai'il}^ involved. They 
ivere haunted by th.e fear that the di^dsion of the supplies of- 
gold would adversely affect their owm industry and trade by 
depressing their general price level ; and their fears, though 
inspired by selfish motives, were by no means unjustified. The 
last International Monetaiy Conference w'as held at Brussels 
in June, 1892, but this last attempt at the rehabilitation of 
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silver also ended in failure. Thus all hopes and expectations^ 
■of the Government of India were dashed to the ground. 

The Herschell Committee. The United States Govern- 
ment, like the Government of India, being interested in the 
jjeliabilitation of silver had jDassed the Blaud ^lison Act in 
'iS’/S and the_^heiman^ActJn.i890_\vith a view to maintaining 
t he value of silver. Under the former Act the United States 
Treasury was required to acquire and coin at least 2 million 
dollars worth of silver each month, while the Sherman Act 
•empowered the Government to purchase 54 million ounces of 
silver annually for coinage. But when the Brussels Conference 
ended in a fiasco, the United States Government were compelled 
to protect their gold stocks by r^ealmg the Sherman Act. 
The price of silver had been steadily falling during the past 
two decades, and the rep eal of the Sherman Act made that fall 
more pron ounced. ■ 

Even while the Brussels Conference was sitting, the Gov- 
■emment of India anticipating the repeal of the Sherman Act 
and therefore a crash in the gold value of silver in the event 
o^^failure at Brussels, sent a despatch to the Secretary of State 
(June, 1S92) urging the n eces sity of clo^ng mints Jto th e fr ee 
coi nage oFsilver and the adoptipn_ of the ^gpld_ standard in case 
the Brussels Conference failed to come to a favourable decision 
in regard to silver. The upshot of these representations and 
the failure of the Brussels Conference was that in the same 
year (1S02) the HerscheU Com mitt ee was appointed to examine 
and report on the curr enc y an d- exchange problems of India 
in the light of the proposals of the Government contained in 
their d espatch of June, 1892, 

The Report of the Herschell Committee. We have 
sepn that the fall in the gold price of silver was followed by a 
-S^esponding fall in the value of the rupee as measured in 
terms of sterling. The Herschell Committee examined in detail 
the effects of this decline (which was expected to become more 
marked in the future) on the finances of the Government of India, 
and found that as the Government had to remit annually large 
sums (nearly >£17 million) to meet the home charges, which 
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involved the conversion of silver rupees (which were mainly 
the proceeds of taxation in India) into sterling, the depreciation 
of the rupee necessitated heavier expenditure in rupees for the 
purchase of a given amount in sterling. Thus not only the 
bu rden of home charges on the Government and, therefore J:he 
ta x pay er, increased, but al so fee falling exchange introduced 
an ele ment ,of uncertainty in the finances of _.the_ Gwerame^ : 
for as no one could foresee the extent of depreciation during 
the ensuing year, even surplus budgets sometimes turned out 
to be deficit budgets in the end. To this we may add that this 
budgetry uncertainty must have been further increased by a 
steady and continuous rise in the internal price level which must 
have tended to increase governmental expenditure on services 
and commodities within the country. The gap in the budget 
could obviously be made up either by increasing the revenues 
through increased taxation or by an all round retrenchment ; 
but the Committee gave it as their opinion that it was not 
possible for the Government to resort to any of these expedients 
under the prevailing conditions. 

The Committee next proceeded to examine the effect 3of 
falling exchange on the people of India. They rightly began 
by explaining that “the extent of the burden imposed upon 
the people of India by their remittances is measured by the 
quantity of produce which they represent, for it is by the 
export of produce (or the balance of exports over imports) that 
the debt is in reality discharged,” and. proceeded to conclude 
that “when silver falls in relation to gold, the greater number 
of rupees which is required to meet a given gold payment will 
not represent a greater quantity of produce than before, if the 
silver price in India of the produce exported respond to the 
changed value of silver in relation to gold, i.e. if it has risen, 
or has been prevented from falling. Silver prices mast 
ultimately thus respond, although an interval may elapse before 
the process is complete ; and during this time whilst more 
produce is exported, the Indian ryot is getting proportionately 
less in silver for his produce”, which means a corresponding 
loss to him. 
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As regards the effect of exchange fluctuations on the 
foreip trade of tfie country, it is a well-known fact that uncer- 
tainties in regard to the rate of exchange and constant changes 
therein reduce tiade to the level of gamble in exchange itself ; 

under these circumstances no one can forecast with certainty 
tfie amount he will have to pay for goods imported from 
foreign countries. Taking these facts into consideration the 
Committee came to the conclusion that "it would be well if 
commerce were free from the inconveniences of fluctuations 
which arise from a change in the relation between the standard 
of value in Zndia and in countries with which her commerce 
is transacted.” Falling Exchange, however, stimulates exports, 
but, as the Committee pointed out, “the effect of each succes- 
sive fall must be transitory, as it can continue only until cir- 
cumstances have brought about the necessary adjustment” 
between the rate of exchange and the general price level in 
the country. 

The Committee also enquired into the effects of the fall in 
t|ie gold value of the rupee on the flow of foreign capital into 
India and came to the conclusion that this fall had been respon- 
sible fo^checkm g t he investment of foreign capital in India 
and therefore the economic development of the country. They 
argued that "uncertainty as' to the interest which would be 
received for the investment, and as to the diminution which 
the invested capital might suffer if it were desired to retransfer 
it to tins country (Britain) tends to check British investments 
in India.” But, as pointed out by the Herschell Committee 
itself, causes other than the fall in the exchange value of the 
rupee were partly responsible for bringing about a decline in 
foreign investments, and of these the unwillingness of British 1 
jpitalists to invest in industry owing to gradual fall in gold 
#?;ces, and the unwillingness of the Eondon money market to 
enter upon silver transactions (whose future value could not be 

ascertained with any degree of accuracy) were the most 
important. 

The Committee also examined the complaint that the 
adoption of the silver standard and the opening of mints to the 
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free coinage of silver had led to the imports of that metal in 
enormous quantities and that these savings had been reduced 
in value as a result of the fall in the gold value of the 'rupee, 
and came to the conclusion that India had undoubtedly suffered 
a loss in consequence of the monetarv policy of her Government, 
but that the extent of this loss was not easy to determine. 

Lastly, the Committee found that continued fall in the 
gold value of the rupee brought about discontentment among 
Goyemment’s European officials and European employees of 
industrial and commercial undertakings in India. This dis- 
contentment was due to the fact that Europeans in India were 
paid by their employers in silver rupees whose value as 
measured in terms of various gold currencies was continually 
declining, so that they had to find larger amounts in rupees for 
remittance to their homes abroad. 

Recommendations of the Herschell Committee- The 
Committee were thus convinced of the futility and dangers of 
maintaining silver monometallism in India with her heavy gold 
obligations ; for stability’’ in the rate of exchange was nece.s- 
sary in the interests of the finances of the Goveimment of India 
as well as of the foreign trade and economic development of the 
countiy, and that stability could not be had while the gold 
price of silver fluctuated from day to da}^ The need for fixing 
the exchange value of the rupee was thus apparent ; and'^ie 
Government of India proposed to the Committee that the mints 
should be closed to the free coinage of silver, and by thus 
restricting the supply of the rupee its gold value may be arti- 
ficially increased from is. 3d. (which was the exchange rate in 
1S92) to IS. 6d. The Committee agreed that .the mints should 
be closed to the free coinage of silver, but they recommended 
that the Government should undertake to. issue rupees to the 
public in exchange for gold bullion or coin at is. 4d., and thiit 
gold should be accepted at the Government treasuries in pay- 
ment of public dues at the same rate.. 

f In making these recommendations the Herschell Com- 
mittee were inspired bj’- the belief that by subjecting the coin- 
age of rupees to limitations the exchange value of the rupee 
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would rise, 'and that if .the Government undertook to convert 
gold bullion and sovereigns into rupees at the rate of is. 4d., 
it would be possible to prevent the value of the rupee from 
rising above that level.^ By these meatis^he exchange value 
'o^. the rupee was to be"^ stabilized, and incidentally the rupee 
't\-as to be converted from a full value coin into a token coin 
by keeping its exchange value above the value of its metallic 
content. The object of this fixation of rupee-gold ratio was the 
ultimate introduction of the gold standard, but no provision 
was suggested by the Committee to introduce this change in 
the monetary system of the country ; the adoption of the gold 
standard would have imposed an obligation upon the Govern- 
ment of India to issue gold in large amounts which in turn 
would have necessitated the creation of a gold reserve during 
the tiansition period j and the Committee imposed no such 
obligation upon the Government. 

The Demonetization of Silver and the Evolution of the 
Gold Exchange Standard. The proposals of the Herschell 
Committee were accepted by the Government of India, and by 
A ^t-VIII of 1S93 I ndian mi nts were closed to the free coinage 
of both gold and _sihier. The A ct, however, gave powers to 
t he Government to co in, silver rupees on its own account. At 
the same time three notifications were issued whereby (i) gold -- 
bullion and coins were to be received at the Indian mints and 
exchanged for rupees at the rate of is. 4d. per rupee ; (2) v- 
sovereigns and half-sovereigns were to be accepted by Govern- 
ment in payment of public dues at the rate of Rs. 15 and 
Rs. jYz respectively ; and (3) currency notes were to be issued ' 
in exchange for gold coin or bullion at the same rate. 

The obvious defect of the system as introduced by the Act 
0^1893 is that in the absence of any obligation on the part of 

Government to issue gold in exchange for rupees or '- 
currency notes there was nothing to prevent a further fall in 
the exchange value of the rupee, more particularly in the event 
of an unfavourable balance of trade, far less to bring about an 
immediate appreciation in the rate of exchange. At the time 
the Report of the Herschell Committee was published, the rate 
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of exchange stood at is. and, as it happened, the provi- 

sions of the Act of 1S93 proved to be far too inadequate not 
only to bring about an iininediate rise in the exchange value 
of the rupee to is. 4d. but even to prevent a further fall in the 
rate of exchange. 

The causes of further fall in the rate of exchange, to whi^r 
we have just alluded, are not far to seek. /To begin with, 
although the Act of 1S93 was passed in the month of June, the 
provision regarding the closing of mints to the free coinage 
of silver did not come into operation till the beginning of the 
following year when the stocks of silver at the mints were com- 
pletely exhausted. INIeanwhile, the imports of silver were 
allowed to continue, and a geater part of this silver was turned 
into rupees. Now, owing to the repeal of the Sherman Act 
in the U. S. A. (November, 1893) and the abandonment of the 
silver standard by India herself the price of silver fell still 
further, so that conditions for a further fall in exchange were 
most suitable, although it must be conceded that the closing 
of the mints in 1894 prevented the fall in the rate of exchange 
from being as heavy as the fall in the price of silver had be^n.j 
There can be no doubt that had not famines and plague 
devastated India during the years 1896-98 and seriously reduced 
the productive capacity of the country, the expansion in tlie 
volume of trade would have been quite substantial, and this 
coupled with the non-expansion of currency would have much 
sooner forced the exchange value of the rupee up. j But even - 
as it is, we find that the downward movement of the rate of 
exchange was arrested in 1895, and thereafter exchange moved 
steadily in India’s favour until it douched thesis. 

1^9. y 

^ The Appointment and Recommendations of the Fowler 
Committee. In March, 1^98, the Goveniment of India findj^ 
the achievement of the goal of is. 4d. exchange rate already 
in. sight, sent a despatch to the Secretary of State urging the 
necessity of bringing to an end the period of transition, and 
proposing that steps should immediately be taken with a view ^ 
to establishing the gold standard in India. As a result a 
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Coinmittee was appointed under tlie Chairmanship of Sir H. H. 
Eowler in .April, 1898 to recommend measures for the estab- 
lish ment of a satisf actory system of currency in India and for 
securingas^le ra^ of exchange between India and Britain. 

^y'^The Government of India in their despatch to the Secre- 
tary of State had propossd (i) that they should be empowered 
to raise a loan of ;£20,ooo,ooo in England of which ;j£5,ooo,ooo 
may be remitted to India in the form of sovereigns to form a 
nucleus' of gold reserve for the establishment of the gold stan- 
dard ; (2) that nearly 2j4 crore rupees should be withdrawn 
from circulation and melted down in order to raise the exchange 
value of the rupee to exactly is. 4d., and the silver obtained by 
melting down these rupees should be sold and the gold obtained 
in return should be put in reserve ; and (3) that the Govern- 
ment should not be under any obligation to make payments 
from these gold reserves until sovereigns had become sufficiently 
current in India. It will be noticed that at the time the ' 
despatch containing these proposals was sent, the rupee-sterling 
exchange had not reached the is. 4d. level and that the aim of 
t^-'Govemment in making these proposals was to raise the 
exchange value of the rupee to that point. These proposals 
were inspired by the belief that the rise in the exchange value 
of the rupee since 1895 had been due entirely to the closing of 
the mints to the coinage of rupees, and that the process could be 
expedited by actually contracting the volume of rupee circula- 
' tion. 

The Eowler Committee pronounced their judgment against 
this belief by expressing the opinion that apart from the con- 
traction of currency relatively to the demand (which had been 
increasing owing to the expansion of the volume of trade since 
1^93) various other factors must also have operated in favour 
rise in the exchange value of the rupee during iS95-99,’-> 
so that they could not see their way to recommending 'such •’ 
drastic measures as proposed by the Government of India- 

Arguments in favour and against Return to Silver.,; 
The Fowler Committee also considered, among others, the 
proposal for the reopening of mints to the unrestricted coinage 
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of ruj'tees or reversion to silver monometallism. The supporters 
of this proposal argued that” an artificially over-valued rupee 
imposed a serious handicap upon Indian exports in competition 
•until silver standard countries whose trade was expanding at 
India’s expense owing to the continual depreciation of the^r 
currencies, and that the depreciation of the rupee, to which 
the opening of the mints would inevitably give rise, would 
improve India’s export trade. The Committee refuted these 
contentions by reiterating the arguments of the Herschell 
Committee to tlie effect that, even assuming the arguments in 
regard to a stimulus to production to be sound, “the effect of. 
each successive fall in exchange must be transitory and could 
only continue until circumstances have brought about the 
inevitable adjustment.’’ ' It was further pointed out by the 
Fowler Committee that exchange fluctuations (which must be 
in evidence in the case of silver standard) exercised a harmful 
influence on the trade of the countrj- with gold standard coun- 
tries, and that as “over four-fifths of India’s seaborne trade is 
with gold-standard countries, it follows that the balance of 
advantage is heavily in favour of stability of exchange wiKh 
gold standard countries ; and accordingly, considered by itself 
the unstability of excliange, which must be anticipated from 
reopening the Indian mints to silver, is a powerful argument 
against taking the step.’’ 

The Lindsaj' Scheme. Various other schemes were put 
before the Committee, of which that devised by hir. A. M. 
Lindsay, Treasurer of the Bank of Bengal, deserves special 
attention on account of the fact that it anticipated to a consi- 
derable degree the system that came to be evolved and adopted 
in India during later j-ears. '-'"Briefly, Mr. Lindsay proposed that 
a loan of ;£io, 000,000 should be raised in London, and this 
amount, whicli was to be deposited •ufith the Bank of Englanj^, 
was to serve as a gold standard reserve. In the case of an 
adverse balance of trade, sterling drafts were to be sold in 
India at is. 3^d. (which is the gold export point) and "were to' 
be paid out of this fund, and thus a fall in the rate of exchange 
below IS. M’as to be prevented. In India a rupee section 
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of the gold standard reserve was to be kept ; and in case a favour- 
able balance of trade created a demand for rupees in London, 
Council Bills were to be issued by the Secretary of State at 
IS. 4 i/i6d. to the remitters of funds to India, and these bills 
Viiere to be paid out of the rupee section of the gold standard 
reserve, thus preventing a rise in the rate of exchange above 
IS. 4 i/i6d. It is obvious that the sale of sterling drafts would 
lead to the accumulation of rupees in India and would deplete 
the gold reserves in London. ^Ir. Lindsay proposed that these 
surplus rupees should be melted down and the silver thus 
obtained should be sold for gold which should be accredited to 
the gold standard reserve in London. If, on the other hand, 
the sale^of council drafts led to the depletion of the rupee sec- 
tion of the gold standard resen^e in India, a part of the gold 
resen^e in London was to be utilized for purchasing silver which 
was to be turned into rupees to fill the gap in the rupee section 
of the reserv^e. The Foyder Committee rejected this sclieme on 
tlie ground that (i) it would base for all time India’s gold 
standard on a few million pounds worth of gold in London while 
i>Mvould involve a liability to pay gold, in the event of demand 
for sterling in India, to an indefinite extent, and (2) that the 
adoption of the scheme would, owing to exchange uncertainties, 
retard the investment of foreign capital in India and therefore 
check her economic development. 

The Lesley Probyn Scheme, Another scheme which 
anticipated monetary changes to a remarkable extent, and of 
which the Hilton Young Commission’s gold bullion standard 
is only a modified and more elaborate version, was the one 
presented before the Fowler Committee by Mr. Lesley Probyn, 
^The author of this scheme realized the difficulties of putting 
g^ld currency into actual circulation in an extensive country 
liic^ India whose requirements in the matter of currency were 
vast and where coins continuall}^ went out of circulation owing 
to its people’s hoarding propensities. Mr. Probyn was far 
ahead of his times when he propounded the theory (whicli has 
come to be universally accepted by now and upon which most 
of the countries in the World now base their monetary practice) 
28 . 
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that the adoption of the gold standard does not necessarily 
involve the actual circulation of gold coins, or the making of 
gold coins the only unlimited legal tender in the country. To 
base the currenc}^ system of India on these lines he proposed 
,(i) that the Government should issue new currency notes of tUt- 
denomination of Rs. 10,000 ; (2) that these notes should be 
issued in return for gold tendered to the Government, and 
should be payable at the option of the holder either in rupees 
or in gold ; (3) that gold may be paid, when demanded, in 
exchange for these notes either in sovereigns op gold bars of 
not less than £670 ; and (4) that notes of smaller denominations 
mav be issued as usual, but these notes were, as before, to be 
encashable in silver rupees only . By these means, it was 
expected, imports of gold into India for currency purposes 
would be encouraged and in course of time there would be suffi- 
cient gold in reserve to enable Government to pay in gold for 
all rupees and currency notes when presented in sums of 
Rs. 10,000 and over. As gold for non-monetary purposes 
would be imported into India no matter wdiat currency system 
the Government adopted, notes and rupees would be presented 
for conversion into gold in such large amounts mostly for inter- 
national payments, so that the rupee would remain the medium 
of exchange for all internal purposes. 

It will be seen that the Probyn scheme was. broadly speak- 
ing, not far different in principle from the scheme propounded 
by the Hilton Young Commission and acted upon by the Govern- 
ment of India a quarter of a century later. But the Feeder 
Committee found a number of objections against the scheme 
and its underlying pidnciples, and so turned it down. They 
refused to be harrassed by the hoarding habit of the people 
(which iSlr. Probyn was so anxious to circumvent), and gave' 
it as their opinion that “If hoarding did not render a gold 
circulation an impossibility in the past, we look for no such 
results in the future. The hoarding habit in short did not 
present such practical difficulties - as to justify a permanent 
refusal to allow India to possess a gold currency.” Again, 
they objected that while gold bullion was universally recognised 
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as an international medium of exchange, in no case had it 
been adopted for purposes of internal currency, and that it 
would be contrary to universal practice to prevent the standard 
metal from circulating %Yithin the country in the shape of coin 

thus performing the function of a medium of exdiange 
for internal purposes also. 

Recommendations of the Fowler Committee. Having 
rejected all the various schemes put before them, the Fowler 
Committee gave it as their opinion that the stability of 
exchange could be secured onl\’’ by the adoi)tion of the gold 
standard with hold currency in elTecti\fe circulation, and with a 
■view to enabling India to ha\'e an effective gold standard thej' 
recommended : — 

(1) that the sovereign and half-sovereign should be made 
legal tender in India, and Indian mints should be opened to 
their free coinage ; 

(2) that the Government should continue the practice of 
g'iving rupees for gold, but the coinage of rupees was not to be 
undertaken by the government until the proportion of gold 
coin in the currenc3'’ was found to be in excess of public require- 
ments ; 

(3) that if the coinage of fresh rupees was ever undertaken, 
the profits on that coinage (or the difference between the 
intrinsic and face values of those rupees) should not be regarded 
and used as ordinarj’- revenues of the Government, but should 
be put awaj’- as a "special reserve" for making it available to 
the public for export purposes in the event of an adverse 
balance of account, in addition to gold from ordinary reserves 
and such quantities of the metal as might be available from 
circulation ; • 

's (4) that when adequate quantities of gold have been 
accumulated in the reserve and gold is available in Government 
treasuries, the Government should meet, as far as possible, its 
obligations in gold ; 

(5) that the rupee like the sovereign, should -remain 
unlimited legal tender although by artificially increasing its 



436 


INDIAN ECONOMICS 


value it had been reduced to the position of an ordinary token 
coin ; and 

(6) that the value of the rupee in terms of gold should be 
fixed at IS. 4d. which was the rate prevailing at the time the 
Committee’s report was written. • -4 

It is obvious that in making the above recommendations 
the Fowler Committee was aiming at the introduction of, or 
at any rate was inspired by, the limping standard of the Latin 
Monetary Union. (The chief feature of this system was that 
while both gold and silver coins were unlimited legal tender 
with a fixed ratio, the mints were open only to the free coinage 
of gold, and the ratio between the two varieties of coins was 
maintained, as in the case of ordinary token coins, by limiting 
the issue of silver coins. ^ It is also obidous that when the rupee 
had been reduced to the position of a token coin and when gold 
had been demonetized for a considerable length of time, the 
only way in which the currency system of India could have 
been based on gold with the least expense and disturbance to 
trade was bj^roceeding on the lines suggested by the Fowlfer 
Committee.':::^ut the coinage of rupees had already been dis- 
continued ; the rupee-gold ratio had already been pushed up 
to and maintained for some months at is. 46- ; the Government 
was already giving nipees for gold ; the rupee was already 
an unlimited legal tender. In these circumstances the scheme 
recommended by the Fowler Committee involved no innova- 
tions except the adoption of the British sovereign as a co-legal 
tender with the silver rupee and, which is an essential 
condition for the introduction of an effective gold standard, the 
‘ opening of the mints to the free coinage of gold ; and as such 
the latter measures may be regarded as a corner-stone in the 
edifice designed by the Fowler Committee. 

Government’s Action on the Report. The Government 
of India accepted the recommendations of the Fovder Com- 
mittee, and promptly made the sovereign and half-sovereign 
legal tender in India by_Act XXII.pfjSgp. Blit as the coinage 
of sovereigns could be tindertaken only by the Royal Mint in 



CURRENCY AND EXCHANGE 


437 


•London or its branches, the Government of India approached 
the British Treasury with a request for the opening of a branch 
in India. The request was ignored, and in reply the Goveni- 
nient of India received an elaborate sermon on the wasteful- 
iVl'SS of starting a gold mint in a country like India. Thus thei 
first essential condition for the introduction of the gold standard; 
was not satisfied. 

Resumption of the Coinage of Rupees. The suspen- 
sion of the coinage of silver in 1S94 coupled with an increase 
in the volume of trade had, in the meanwhile, given rise to 
great stringency _of money in India. The Government had 
endeavoured to tide over the difficulties bj’ passing an Act in 
1S9S which provided that the amounts realized b\’- the sale of 
Council Bills in London could be set aside in gold at the Bank 
of England a^part of the Indian Paper Currency Reserve, thus 
enabling the.Goyeniment of India to issue notes against this 
gold _in_order..to meet those bills when presented for payment. 
The outcome of this policy was that, as the notes could be 
isVaed against gold which was lying in London and as they 
would be encashable in rupees onl}’-, the rupee reserves of the 
Government of India (which were now strictlj’’ limited owing 
to the closing of the mints) were unduly strained in times of 
emergency when these notes were presented for encashment. 
But now the Act-.of. _i 899 had altered the whole situation. 
Sovereigns were unlimited legal tender, and although the 
“luxur5’^” of a gold mint had been denied to India by the British 
Treasury, there was nothing to prevent India’s foreign debtors 
from paying their trade dues in sovereign which were always 
obtainable in London for export purposes. The Government also 
began to take advantage of the changed circumstances, and, 
pdl’'tly with the object of familiarizing the people with the use of 
gol^, it began to meet its obligations in sovereigns which had 
already accumulated in sufficiently large quantities in its re- 
serves. 

But the G o vernm ent started experimenting with the gold 
sta ndard at a. very u nfo rtunate hour. During the 3’'ears 1899- 
1900 India experienced oiie of the worst famines on record, and 
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it was during this period of scarcity that Government began to 
put sovereigns into circulation — notwithstanding the fact that 
in times of general scarcity small value coins, and not such 
high value units as the sovereign, ai'e generally in demand. As 
might have been expected by a more imaginative Government, 
a fairly large percentage of the sovereigns that were put into 
circulation through the agency of currency offices, iiost offices, 
district treasuries, railways and others were returned to tlie 
Government.'^ It is obvious that the unwillingness of the people 
to retain sovereigns was due to inconvenience that this reten- 
tion involved in a time of scarcitj’’ and it seems certain that had 
the Government persisted a little while longer — till normal con- 
ditions had returned — the pace of the sovereign’s return 
journey to the Government would have appreciably slackened. 
If the worst had befallen and if the Government had no way out 
of the difficulty, it could have easily resorted to fresh legisla- 
tion making the payment of rupees for notes and sovereigns 
depend upon Government’s option, thus ensuring the successful 
introduction of the gold standard and incidentally tlie desired 
monetary and exchange stability. If even after the restora- 
tion of nonnal conditions the demand for rupees had 
persisted, the reined}’’ would have been, as had been recom- 
mended by the Fowler Committee, the putting of some addi- 
tional rupees into circulation and not the abandonment of the 
Fowler Committee’s scheme. " But it seems the Government had 
launched the scheme half-heartedl}^ ; for no sooner the demand 
for rupees manifested itself than it abandoned the idea of 
putting gold into circulation, and embarked upon the sense- 
less career of coining fresh rupees without liniit on its ovii 
account, early in 1900 after giving the new system only a few 
months’ trial, "rift may be mentioned at this stage that the 
silver for the coinage of fresh rupees was bought with the 
gold which was held in the Paper Currency Reserve in London. 
Thus contrary to the spirit of the recommendations of 'the 
Fowler Committee, the Gov6niment instead of taking steps to 
increase its stocks of gold with a view to introducing the gold 
standard, actually engaged itself in reducing those reseiwes^ 
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To say the least this use of the Paper Currency Reserve was 
unwarranted if not mischievous ; its legitimate function was 
to ensure the convertibility of notes and not to buy silver for 
the coinage of rupees. 

The Abandonment of the Fowler Scheme. The Fowler 
Committee, it will be remembered, had as the object of its 
various recommendations the ultimate adoption of an effective 
gold standard, so that the opening of mints to the free coinage 
of goM and the putting of sovereigns into circulation ma}’’ 
be regar ded as the corner-stones of its scheme. In these circum- 
stances the refusal of the British Treasury to open a branch 
of the Royal Mint in India, or the absence of a gold mint, and 
the unwillingness of the Government of India to ensure the 
circulation of gold meant, for all practical purposes, the aban- 
donment of the Fowler scheme. But once the ball had been 
set rolling, it became necessary to abandon or to reshape the 
various complementary parts of the scheme according to the 
requirements of the changed circumstances, but without the 
government and the Secretarj'- of State realizing, or caring to 
'realize, where those haphazard changes were likely to land the 
currency system of the country. '^To begin with, the Fowler 
Committee had recommended that if it ever became necessary for 
the Government to coin fresh rupees, the profits on their coinage 
should be kept apart in gold as a special reserve. Accordingly, 
after the coinage of rupees was resumed in igoo, the Govern- 
ment of India proposed to the Secretary of State that the upper 
limit for gold in the paper currency reserve should be fixed at 
£7,000,000, sums in excess of this amount to be used for pur- 
chasing silver for the coinage of rupees (which shows that even 
in igoo the Government had come to regard the regular coining 
^^f rupees as a normal part of its currency policy) ; that the 
profits on the coinage of rupees should be put away in a special 
gold reserve (or the gold standard reserve) apart from the gold 
in the Paper Currency Reser^^e ; and that the interest on the 
invested portions of the Paper Currency Reserve should also 
be put away in the special gold reserve. But the Secretary of 
State held that as payments out of this reserve would have to be 
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made in London an the event of an -unfavourable balance of 
account and other emergencies, it should be loca-ted in London 
and_not in India, and he d^ided^to get the profits on the 
coinage of rupees remitted -to. London and invested i n sterlin g 
s ecuritie s instead of being Jkept, in the _ shape of a special gold?’ 
r^erve. 

Up. to 1906 the Governinent maintained no_other_ .reserve 
in India excepting a part of the Paper Currency Reserve. But 
as the coinage of fresh rupees could not always keep pace with 
the demand for currency in consequence of the operations of 
favourable trade balances, a special reserve of coined rupees 
was created in that year by diverting a part of the profits on the 
coinage of rupees for that purpose. “-^It was in these circum- 
stances that, in addition to the sterling branch of the gold 
standard reserve, the rupee or silver branch of the gold 
standard reserve came to be established. 

It -will be remembered that the Secretary of State had 
already mutilated the Fowler Scheme by investing the gold in 
/ the sterling branch of the Gold Standard Reserve in sterling, 
securities instead of keeping it in gold. This decision was bad 
enough as the investment of reserves tended to introduce an 
element of uncertainty in the value and eflBcacy of these 
reserves ; but in any case these investments represented assets 
which were steadily realizable in gold in the event of an adverse 
balance of account. But a more dangerous decisi on had yet 
to come. ^' Ln 1907 the Secretary of State decided to set aside 
half the profits on the coinage of rupees for railway develop- 
ment in India until the Gold Standard Reserve amounted to 
;£20 ,ooo,ooo ; and after the reserves had touched this level the 
entire profits were to be used for railway development purposes. 
The Government of India protested against this decision, but. 
in vain ; the Secretary of State did actually divert more than 
;£i, 000,000 for this purpose, but he was prevented from doing 
further mischief by the intervention of the exchange crisis -of 
1907-08 which we are about to discuss. 

Not content wdth these measures, 'tim Secretary of State 
actually went to the length of preventing the flow of gold into 
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India which might have occurred had lie kept his hands off 
the exchange market. Under normal conditions a favourable 
balance of trade would have compelled India’s foreign debtors 
to send sovereigns (which were, like the rupee, unlimited legal 
leader in India) to India in settlement of their obligations, a 
greater part of which would have certainly found their way into 
circulation. This movement of gold was deliberately kept in 
€heck_by..tlie„Secreta^of_State through the operations of his 
Co uncil Drafts _sale_ system . lVe_have seen that in 1898 the 
Sea-et^:_^f_State.Jiiad started tlie practice of selling Council 
D rafts for gold in L ondon ; and against this gold (which was 
kept in the Paper Currency Reserve in London) tlie Goveni- 
ment of India issued notes of corresponding amounts to the 
holders of Council Drafts.'/ This system of issuing notes against 
metallic cover hung in~a foreign financial centre had its limita- 
tions, for it was likely to land the Govemment in difficulties 
in case the notes thus issued were presented for encashment. 
But this difficulty had now been removed by the resumption 
rupee coinage which enabled the Government to meet its 
paper currency obligations in rupees. This change in the situa- 
tion wa_s fullx. .availed of by the vSecretarj' of State from 1904 
onwards when he__descended upon the exchange market with a 
stan(hng~offe~ r to s ell Council Bills without limit at is. 4)^d. 
(which was the gold export point) and l^ater on at a rate even 
b elow this poin t. Th e ne t_result of these measures was that 
the exports of sovereigns to India were greatly reduced. Since 
in makin^hese provisions India’s rulers were not basing their 
actions upon any scientific principle, it seems that behind these 
activities there was lurking a desire not only to deprive India 
of the use of gold standard at the time but also to cut out all 
possibility of its adoption at any time in the future without 
hehvy financial loss and sacrifice. 

The Crisis of 1907-08 and its Lessons. T he ye ars 1901-06 
were, f rom tlie ecoiiomic point of view, , normal in every 
respect : the trade balances were favourable so that the Govem- 
ment experienced no difficult}’- in" meeting the home charges 
and liquidating the favourable trade balance by means of fresh 
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coinage of rupees or the issue of paper currency backed by- 
sterling and rupees.'^ But the 'intricate currency system that 
had gradually been evolved since igoo had yet to prove its 
efficacy and workability in the event of an adverse balance of 
account when, apart from the sterling requirements of tlfif; 
Secretary of State, payments in gold would have to be made to 
India’s foreign creditors, if .the breakdown of the rupee-gold 
exchange ratio was to be avoided. That opportunity^f testing 
India’s currency system was not longer in coming. The year 
1907 experienced considerable deficiency in rainfall, with the 
result that agricultural production in India suffered heavily, and 
this decline ivas reflected in exports from ' the country .^To- 
make matters worse the purchasing power of Europe and 
America had been adversely affected by monetary stringency 
consequent upon financial crisis in the United vStates, and this 
resulted in a fall in demand for Indian produce.'^ On the other 
hand the value of imports into India far from showing a decline 
actually registered an increase owing to a sharp fall in the 
price of certain foreign products.. The result was an_adverse 
balance of trade and the cessation ofEemand for Council .Bills. 

In order to meet their obligations in London the Exchange 
Banks asked the Government of India to sell telegraphic trans- 
fers in London, which the latter refused to do.'^As a result the 
exchange, which had been showing signs of weakness for some 
time, dropped to the level of is. 3 ii/i6d. which was y/ssd. 
below the gold export point. Even this breakd own of t he 
e xchan ge brought forth nothing' more drastic than the offer of 
gold from the Paper Currency Eeserve for export purpose, and 
even that on the condition that not more than was 

to be given on any day to any one individual or firm. Finding 
no improvement in the situation, the Secretary of State was 
obliged to instruct the Government of India t o sell Rever se 
C ounc ils or sterling drafts on London at the rate of is. ^g/sad. 
per rupee, while he on his part arranged to meet these obliga- 
tions in London partly by realizing some of the securities be- 
longing to the Gold Standard Reserve and partly by releasing 
gold from the Paper Currency Reserve against the transfer of 
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rupees to the Indian branch of that reserx^e. Again, as the 
reserves in London did not appear to be sufficiently strong to 
meet additional demands on them, he floated a lo a n of ^{ 4, 300,000 
to enable him to meet his ovm expenses, ^/ffilie stocks of gold 
-j^iid sterling securities in the reserves were now exhausted, so 
that the continuance of demand for sterling through the 
operations of an adverse trade balance would have necessitated 
the flotation of bigger loans in London to meet the demands 
of trade if the complete breakdown of the exchange ratio was 
to be avoided.^^JIut, luckily for the Government, the- export 
trade revived during the following year, which strengthened the 
exchange and thus rendered the further sale of Reverse Counciks 
unnecessary. But it was not till about .^18,000,000 in gold 
had been disbursed from various reserves in India and London 
that the stability of exchange had been attained, and this sum 
represented very nearly the total capacity of all the resen^es at 
that time. 

The crisis of 1907-08 was not without its lessons for tlie 
^oyernnient-of -India. \y It showed, in the first place, that in 
' order to maintain the exchange ratio it was necessaiy not to 
withhold the issue of gold for the settlement of India’s indebted- 
ness, but to make it available without an\' hitch and in as large 
quantities as desired by the public. Secondly, the fact that a 
short and mild crisis had almost completely exhausted Govern- 
ment’s gold resources, the Government were now convinced 
of tlie necessit}'' of maintaining larger reserves than had been 
done hitherto. '^And lastly the Government now appreciated 
the necessity of keeping their gold resources in liquid form, 
rather than investing them in securities or in financing commer- 
cial enterprises. 

Government of India’s Proposals. Profiting by their 
experience during the short-lived crisis of 1907-08, the Govern- 
ment of India were in a position to put some sound and definite 
■ proposals before the Secretary of State. In .t heir despatcli dated 
April I, 1909, they urged the necessity of keeping larger gold 
reserves in order to be able to face a more serious crisis than 
that of 1907-0S, and proposed that the Gold Standard Reserr'e 
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should contain at least ;£25, 000,000 in addition to the gold in 
the Paper Currency Reserve, and that the profits on the coinage 
of rupees should not be utilized for the development of railways 
in India until the sterling branch of, the Gold Standard Resetve 
touched the suggested limit. "^Again they proposed that 
as during a crisis the securities could not be readily disposed of 
without a loss, a substantial part of the Gold Standard Reserv^e 
should be kept in the fonn of gold instead of being invested 
in sterling securitiesy^ The Government of India further sug- 
gested that at least two-thirds of the gold held in the Paper 
Currency Reserve should be kept in India ; and in support of 
this suggestion they pointed out in their next despatch of 
September 30, 1909, that “there were indications of a greatly 
extended "use of the sovereigns in commercial transactions” at 
the time, so that they deemed it desirable to increase gold 
holdings in India in place of rupees in the Paper Currency 
Reserve. They were obviously justified in beliewng that they 
“could face another exchange crisis with far greater equanimity” 
if they could be assured both of an active circulation of 
sovereigns in the country and of a strong resen^e in their currencj^ 
chest='= ; for they thought that the active circulation of sovereigns 
would result in the export of redundant gold in circulation in 
times of weak exchange which would help to strengthen the 
exchange, while the free use of gold from their own reserves 
would at once restore public confidence, '^o push the matter 
to its logical conclusion, the circulation of sovereigns could 
not have been encouraged S3"steniatically or seriously without 
the provision of facilities for the minting of sovereigns ; but 
strangel}’' enough it was not till about the middle of 1912 (and 
even then as a result of the initiative taken by Sir Vithaldas 
Thackersey in the Imperial Legislative Council) that th^ 
Government of India suggested to the Secretary of State that 
facilities for the coinage of sovereigns in India should be 
prowded. 


C/. B. C. Dadaclianji : History of Indian Cwrency and Exchange, 
P. Si. 
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The Secretary of State’s Decision. The Secretary of Slate 
tardily recognized the necessity of keeping a minimum of 
;£25 ,oo,ooo in the Gold Standard Reserve, but could not agree 
to keep more than ;^i million in liquid form, and even this trifle 
proposed either to invest in short-term loans or to hold in 
hank deposits. And refusing to profit by his past experience, 
he decided to invest the balance in consols and other stock. He 
brushed aside the suggestion of the Government of India with 
regard to the location of gold in the Paper Currency Reseiwe 
b}’’ announcing in a prophetic vein that in the event of weak 
exchange gold in circulation would not be available for export 
purposes. And in support of his insistence upon keeping the 
entire gold reser\'es in London he once again repeated the 
familiar argument that the gold held in London would be avail- 
able for supporting the exchange not only when the rate fell to 
the gold export point but also during the earlier stages when the 
weakening of exchange begins to manifest itself and when it is 
desirable to support it by suspending sale of Council Bills, i.c. 
when gold in the reserv^es can be used for meeting the Secretary 
.of State’s own expenses.'^s regards the coinage of sovereigns in 
India, he suggested the minting of a ten-rupee gold coin instead 
of the sovereign in order to circumvent the difliculties that had 
again arisen in connection with the opening of a branch of 
the Royal ]\Iint in India ; but it was subject to the approval 
of the Chamberlain Commission which had in the meanwhile 
been appointed to inquire into the problem of Indian currency. 

The fact that the Government of India had suggested the 
building up of ampler gold reserves and the location of a subs- 
tantial part of those reser\'es in India has often been interpreted 
as indicating a desire on their part to keep the adopting of the 
^Id standard as their ultimate goal, and the same goal is some- 
tutnes seen lurking behind the Secretary of State’s permission 
to open-a gold mint in India. But it is not difflcult to prove 
that neither the Government of India nor their master in London 
had the remotest intention of ever taking any steps^^n the 
direction of the restoration of the gold standard ; for, obviously 
enough, the limitation of the sale of Council Bills strictly in 
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accordance with the Secretary of State’s own requirements and 
therefore the free inflow of gold into India should have been 
the first step in that direction, and the Government of India 
hardly ever contemplated, far less recommended, such a course. 
In these circumstances a gold mint in India would have been S: 
to}’- for Indians and the Government of India to play wth ; for 
if the Secretary of State was always willing to sell (as he had 
announced his intention to do) Council Bills for unlimited 
amounts, nobody would have ever thought of making’ remit- 
tances to India by the more expensive method of exporting gold, 
unless the supplies of gold on their waj’’ to London could some- 
how be diverted to India, which would save insurance and 
freight charges, but which could not be done verj' often. Vln 
these circumstances it is highly problematical if the projected 
gold mint would have ever justified its existence, and as such 
it is difficult to see how its presence, if it had ever materialized, 
would have in any way anticipated the adoption of the gold 
standard. 

The Main Features of the Gold Exchange Standard 

We may now examine the chief characteristics of the currency 
system that came to be evolved after the closing of Indian mints 
to the free coinage of silver in 1893. We have seen that the 
closing of the mints had resulted in giving scarcity value to 
the rupee and therefore in divorcing the face value of the rupee 
from the value of its metallic content. <[n this sense the rupee 
had become a token coin. But, unlike token coins in various 
gold standard countries, the rupee was unlimited legal tender 
in India. '^Under the new system the sovereign was also 
unlimited legal tender, but there was no arrangement for the 
minting of gold into sovereigns."^ The measure of value, on the 
other hand was the rupee, whose gold value was fixed 
and maintained at is. 4d* ""^And lastlj’’, although the sovereign 
was, along with the rupee, unlimited legal tender, the Govern- 
ment was not legally bound to give sovereigns for rupees, 
although it undertook to give rupees for sovereigns. 

Apart from the peculiar position of the sovereign and the 
token rupee in India’s currency system, we have also to note 
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the fact that under the new system the Government enjoyed 
complete monopol3'' in the matter of currency issue, and this 
monopoly gave the Government power to regulate the issue and 
withdrawal of currency according to its own whims and fancies, 
s f'cl not strictly according to the requirements of trade and 
commerce. So long as the mints were open to the free coinage 
of rupees (and the^ face value of the rupee corresponded to its 
intrinsic value), tlie expansion and contraction of currency took 
]Dlace automatically without the intervention of Government : 
for in times of brisk demand for currencj^ consequent upon 
the expansion of internal and foreign trade of the countr}', the 
supplies of cuiTency could always be increased by the public 
by getting silver bullion converted into rupees at the mints, 
while on the other hand in times of trade depression (when 
there would be a superfluity of rupees in circulation) the volume 
of circulation could be easity contracted bj" the public by melting 
down the rupees. v^But when the mints were closed to the free 
coinage of silver, this automatic expansion and contraction of 
cr^rrency ceased. The desired automatism in the expansion and 
tontraction of currencj’-, however, would have been introduced 
without changing the position of the rupee itself had mints 
been open to the free coinage of the other unlimited legal tender 
coin — the sovereign. 

The Maintenance of the Rupee-Sterling Ratio. But 

under the gold exchange standard system while the rupee was 
the measure of value and medium of exchange for internal 
purposes, for external purposes the sovereign was the standard, 
and, as we have already pointed out, the exchange value of 
the rupee was fixed at one-fifteenth of the sovereign. The 
question now arises : hq\y_was this exchange value maintained ? 
■'}|e have seen that the profits from the coinage of rupees were 
put away in a special reserve, known as the Gold Standard I 
Reser\^e, and that a part of these reserves was kept in the fonn 
of gold and sterling securities in London and formed the gold 
or sterling branch of the Gold Standard Reserve, while the 
other_part was kept in India in the form of rupees and formed ^ 
the Rupee branch of that Reserve. Apart from the gold belong- 
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iug to the Gold vStandard Reserve, the gold belonging to the 
Paper Currency Resen^e was also kept in Rondon. These reserves 
formed an integral part of the gold exchange standard ^stem, 
and served as the back-bone of the rupee-gold ratio. Let us 
now see how the value of the rupee was prevented from risinj^ 
above is. 4d., as might have happened in the event of a favour- 
able balance of account. Obviously enough in a case like this 
the demand for rupee bills abroad would increase which, unless 
some special measures were taken to meet this demand, w'ould 
tend to raise the rate of exchange. And the special measures 
designed to counteract the effects of increased demand for 
remittances to India took the following three forms. Firstly, 
as in 1S93 the Government had undertaken to accept sovereigns 
and half-sovereigns in payment of public dues and later on had 
declared sovereigns and half-sovereigns unlimited legal tender, 
the foreign debtors of India could discharge their obligations 
by exporting sovereigns to India. Secondly, the Govern- 
ment undertook to issue to the public silver rupees and 
currency notes in unlimited quantities in exchange for goF:] 
bullion and sovereigns at the rate of is. 4d. to the rupee, so 
that by this provision the gold value of the rupee was effectively 
maintained at that level, or in other words the rupee-sterling 
ratio was prevented from rising above is. 4d. Thirdly, 
having realized that the demand for remittances to India 
would arise only in the event of a favourable trade balance, 
which would ordinarily result in the export of sovei;eigns to 
India, and that some of these sovereigns would be exchanged 
for rupees, the Government made arrangements for the trans- 
ference of those balances to India by accepting sovereigns or 
gold in London and by issuing the equivalent amounts of rupees 
or currency notes in India. This transference was made through 
the sale of Council Bills in London by the Secretary of State in 
Council, which authorized the holders of these bills to receive 
from the Government of India rupees in return for the 
sovereigns delivered to the Secretary of State in payment for 
these bills. The price charged for these bills ranged between 
IS. 4d. and is. 4^d. per rupee (the gold export point) according 
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to demand for them.' The Secretary of State credited the gold 
or sovereigns he received in paj-ment for these bills to the Paper 
Cnrrenc5'' Reserve when the sale of these bills was followed by 
the issue of fresh currency notes of corresponding value in India, 
<• ? to the Gold Standard Reserve when the Government made 
payments against these bills either (a) from cash balances in 
its treasuries, or (b) from the rupee branch of the Gold Standard 
Reserve, or (c) b}^ minting fresh rupees. These sources of 
making pa}nnents in rupees would obviously be adequate to 
meet all the possible demand for lupees and therefore to prevent 
■ the appreciation of the rupee above the is. 4>^d. level. 

In the event of an unfavourable balance of account on the 
othei hand (which would arise mainly owing to the operations 
of an ad\ erse balance of trade), the demand for sterling remit- 
tances in India would tend to depreciate the value of the rupee 
as measured in terms of gold or sterling. The Secretary of 
State would still require funds to meet home charges ; but 
when the balance of accounts was already unfavourable to 
Ii,^dia, he could not very well obtain funds by the sale of 
Goiincil Bills, because such sales would make that balance still 
more unfavourable, and so depreciate the rupee still further. 
^\nien, therefore, the exchange was weak, the sale of Council 
Bills was greatly restricted ; and when the Secretary of 
State could not get at least is. 3 2gf^2d. per rupee, 

the sale of Council Bills was completely stopped. To meet his 
own expenditure he had to depend upon his cash balances, 
and if these proved to be inadequate, he obtained funds from 
^e gold branch of ■ the Paper Currency Resen^e in London, 
^his would naturally deplete the Paper Currency Reserve as a 
whole, but the gap thus caused was filled up by the transfer- 
of corresponding amounts of rupees to the Paper Currenc}’’ 
Reserve located in India. In case these measures did not 
arrest the demand for sterling in India and the exchange 
remained weak, tlie Government of India offered'^ Reverse 
Council Bills (which were the bills drawn by the Government 
of India on the Secretary of State) for sale at the rate of is. 

3 29/ 32d. for a rupee (the gold export point) and withdrew 
29 
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the rupees, which it received for these billsi from circulation. 
Payments were made for these bills” by the Secretary of State 
out of India’s gold reserves located in London. The with- 
drawal of rupees or paper currency from circulation would bring 
about scarcity of money in India, with the result that pricso) 
would fall. This fall in prices would restore the balance of 
trade, the demand for sterling would cease and thereby the 
exchange value of the rupee would return to its original level. 
The withdrawal of currency from circulation after the sale of 
Reverse Council Bills in India was thus an essential condition 
for the maintenance of the exchange ratio at a fixed level. 

Essential Conditions for the Working of the Gold 
Exchange Standard. It must have become obvious that the 
working of the gold exchange standard involved the main- 
tenance of the exchange rate between the rupee (internal 
currency) and gold or sovereign (external currency) at a fixed 
level. In other words the depreciation of the ru pee be low 
IS. 3 29 / 32 d^ (the gold export point) or its apprecia tio n above 
IS. 4 i/32d. (the gold import point) would have, so long, as the 
notification of 1893 remained in force, meant the breakdown 
of the system. But we have seen that the maintenance of the 
exchange ratio above is. 3 29/ 3 2d. involved the maintenace of 
gold resen^es, from which it follows that the sufficiency of 
these reserves to meet all possible contingencies was an essential 
condition for the working of the gold exchange standard. 
Again, as a favourable balance of account involved payments 
of corresponding amounts in rupees, or notes which were legally 
convertible into silver rupees, the maintenance of the ratio 
lielow IS. 4 %d. (the gold import; point) rendered Government’s 
command over large stocks of rupees necessary. But the 
Government could afford to issue rupees only so long as the 
gold value of the silver contained in the rupee was below ‘of 
equal to its nominal exchange value, or in other ivords the 
pri ce of silver, was not above 43d. p er ounce ; for the moment 
the price of silver jumped above this point, the issue of rupees 
at IS. 4d. (which would be necessary so long as the Notification 
of 1893 remained in force) involved a loss to the Government 
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■which would be equal to the difference between the maximiun 
of 43d. per ounce and the market price of silver bullion. If 
such a contingency ever arose — as it actuall}" arose during 
the war from August 1917 onward — the breakdown of . the 
Ctcchange ratio of is. 4d. would be the result, and the new ratio 
would be determined by the price of silver. ^^his would mean 
the breakdown of the gold exchange standard and the birth 
of a kind of bimetallism in which the ratio between gold and 
silver coins, or the rupee and the sovereign, would fluctuate 
according to fluctuations in the relative value of the two metals 
even though the mints may be closed to the free coinage of 
both. 

Exchange Mechanism under the Gold Exchange Standard 
System. We have already examined the broad outlines of the 
governmental control of exchange and the methods which were 
employed for maintaining the exchange rate in the neighbour- 
hood of IS. 4d. We may now examine the working of that 
complicated system in some detail. To begin with it may be 
p^iiuted out that remittances from India took place on account 
of (i) imports of merchandise, (2) imports of treasure, i.e., 
silver and gold bullion for private consumption, {3) home 
charges, i.e.', the Secretary of State’s expenses in connection 
w’ith his own establishment, pensions, salaries, interest on 
public debt, store-purchase etc., and (4) private remittances from 
India to people or firms abroad. On the other hand funds would 
be received in India from abroad on account of (i) merchandise 
exports, (2) exports of silver and gold, and (3) private remittances 
from abroad. This remittance account was settled directly or 
indirectly through the agency of exchange banks, "^f the total 
remittances from abroad to India exceeded the remittances from 
I^ia, the balance was either transferred to India by the 
ej^hange banks in the shape of sovereigns which w'ere legal 
tender and, moreover, which could be changed into rupees in 
India, or ■ndth the balances these banks held in London and 
■which were to be transferred to India' they bought the Secretary 
of State’s Council Drafts which entitled them to receive an 
equivalent amount of rupees in India from the Government. On 
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the other hand if the remittances to be sent from India exceeded 
the remittances from abroad, the balance would be left with the 
exchange banks in the form of rupees. In that event the banks 
bought Reverse Council Bills from the Government of India -with 
these rupees which entitled them to receive an equivaletfi: 
amount in sterling from the Secretary of State. In a nutshell, 
these remittances created a state of indebtedness both in India 
and abroad, and, as always happens in international 
transactions, the debts on one side just cancelled debts on the 
other through the agency of exchange banks without the actual 
transference of funds, except in the event of heavier indebted- 
ness on one side, in which case the currency of the debtor 
country had to be converted into the currency of the creditor 
country by the Government by the issue of, as the case may be, 
council bills or reverse councils. 

The Chamberlain Commission : Its Findings and Re- 
commendations. The currency system that c ame ,to_be-evolved 
after 1899 was, as we have seen, brought into. being_mpre .by 
accident than design, so much so that it is doubtful if its advo- 
cates understood during the earlier stages its meaning and impli- 
cations. ''And, furthermore, its various features and provisions 
involved a regular tug of war between the Government of India 
and the Secretary of State. Public opinion in the country was also 
highly critical of the manner in which the currency problem had 
been handled by the Government since the closing of the mints 
in 1893, so much so that it was sometimes asserted that the 
currency system of the country no longer enjoyed the confidence 
of the public. It was in these circumstances . that a Royal 
Commission was appointed in April, 1913, under the Chairman- 
ship of Mr. Austen Chamberlain to examine the worldng of tlie 
Currency S3'stem into which the Government of India had 
blundered, and to make recommendations with regard to future 
action and policy. o 

The Commission gave its unqualified blessings to the new 
system of currency in India which, they admitted, w'as “the 



CURRENCY AND EXCHANGE 


453 


result of a series of experiments” and not of a well thought out 
plan. The3>- began. by expressing the opinion that the crisis of 
1907 arid events during the post-crisis years had demonstrated 
the possibilit}’- of maintaining the rupee-sterling ratio at is. 4d. 
ithout having a gold currency ^actually in circulation in India, 
•■'.'riiej’ contended that gold in circulation, far from benefiting 
India, ma3' actuall3'- be hannful to her interests, and in support 
of this contention the3’- put forth the argument that gold in 
circulation could not be depended upon for the support of 
exchange as little of this gold would be available for export 
purposes, while ' the polic3'- of putting gold into circulation 
would, in the absence of profits from coinage, reduce the 
strength of the Gold Standard Reserve with all its adverse 
effects on exchange. They further opined in this connection 


that gold could be put into circulation at the expense of 
currenc3' notes and not rupees which lhe3’’ considered highly 
undesirable. ]\Ioreover, they regarded gold in circulation in a 
countr3" like India as wasteful because of the hoarding pro- 


pensities of .its people. And lastl3’- they asserted that “India 
"^ieither demands nor requires gold coins for currency” — 


completely shutting their eyes to the fact that more than 


;(;6o, 000,000 in sovereigns had been put into circulation during 


the preceding twelve 3’^ears, which was not far removed from,, 
the value of the new rupee coinage during the same period. ^As 
regards the establishment of a gold mint in India (which was 
advocated chiefl3’ on the ground that it would encourage the 
imports of gold into India and increase the amount of gold in 
circulation), the Commission expressed the opinion that India 
could enjoy all the advantages of a gold mint even under the 
gold exchange standard system if the Government would under- 
t'ake to receive gold bullion in exchange for rupees or noteSj 
Thus rendering the opening of a gold mint unnecessary. But it 
seems they had not the courage to stand by their convictions, 
for we find them stating in the same breath that there can be 


no objection against a gold mint on iirinciple “if Indian senti- 
ment genuinely demanded it,” provided that only sovereigns 
and half-sovereigns were minted. Be it noted, it was purely out 
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of regard for “Indian sentiment” that the Commission offered 
this blessing of gold mint to India. But we have seen that the 
opening of a gold mint would have been of no avail without a 
change of policy in regard to the sale of Council drafts; and 
the Commission must have realized that. '..(s 

^^'^The Chamberlain Commission, realizing that the stability 
of the gold exchange standard rested on the amounts of gold in 
reserve, went on to recommend that no limitadq n s hould be 
i mpos ed on these reserves and that all the profits^ from the 
coinage of rupees should be credited to. the Gk)ld_Standard 
Reserve. They further recommended that la^er_ amounts 
should be held in liquid form than had been the case hitherto, 
and that the amount held in the form., of gold_. should be 
gr aduall y increased to £15 million, and after that limit had 
been reached, one-half of the total reserve should be held in 
actual gold. They also recommended that the rupee b ranc h of 
the^.Ggld Standard Reserve held in India. should_be„abolished, 
and the rupees held therein should be transferred to the Paper 
Currency Reserve, and an equivalent amount of gold should be 
transferred from the Paper Currency Reserve in Rondoii to the , 
Gold Standard Reserve. And finally they recommended that 
the Gold_ Standard .Reserve should be kept in Lon don , and that 
gold from this reserve should be made available in London in 
times of weak exchange by the Government undertaking to 
sell reverse council bills at the rate of is. 3 §|d per rupee when- 
ever there was demand for such bills. They also made 
recommendations on the paper currency system with a view to 
making it more elastic, but these we propose to explain and 
discuss in detail when we deal with the paper currency system 
in the following chapter. 

The Chamberlain Commission presented its report ^ 
February 1914, and \vhile_its jrecqmmendations were receiving 
the.attention of the Government of India, .the wa r broke ou t, and 
the Goy,ernment “decided to postpone. further actiQn_ until J;he 
return of normal conditions.” However, one important result 
of the report was that the principles underlying the working of 
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the gold exchange standard were more clearly understood, and ^ 
the system came to be regarded not as a makeshift arrangement, 
as had_ been done hitherto, but as a permanent monetary 
structure. 



CHAPTER XVIII 


CURRENCY AND EXCHANGE-CConfrnW;. 4 

II. The Break-down of the Exchange Standard 

The Immediate EfiFect of War on Indian Currency 
and Exchange. From what we have said at various stages in 
the preceding chapter it must have become clear that the 
maintenance of the gold exchange standard involved the 
maintenance of the gold value of the rupee at a fixed level and 
the convertibility of the rupee into gold for purposes of inter- 
national settlements at that level. But in actual practice we 
find that for foreign exchange purposes the rupee was 
convertible into sterling, so that the gold exchange standard 
could be maintained only so long as sterling itself was 
convertible into gold, and moreover gold could be freely 
exported from Britain for purposes of international settlements, 
or, in other words, London remained a free market for gold. 
Now we find that immediately after the outbreak of the world 
war, the exports of gold on private account from Britain were, 
for all practical purposes, completely prohibited, and the use of 
sovereigns and half-sovereigns for other than currency purposes 
was declared unlavdul, though currency and bank-notes were 
still convertible into the gold coins of the realm. In these 
circumstances Britain ceased to have a gold standard for 
international purposes; and as the rupee was convertible into 
sterling only, we may say that India automatically ceased to 
have a gold exchange standard. In other words with the out- 
break of the Great War the Indian currency system degenerated 
into the Sterling exchange standard system. Henceforth, the 
rupee could be converted only into sterling at is 46.., but not 
into gold. Under this arrangement the depreciation or 
appreciation of sterling in relation toi gold (or dollar, which was 
still convertible into gold) was followed by a corresponding 
change in the gold value of the rupee. 
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Apart from this change in the currency basis, the war 
produced a feeling of insecurity in the country, which in turn 
dislocated trade and business. On top of this came the partial 
failure of the monsoon which played havoc with India’s export 
r>ade. The results of this were that (i) exchange began to show 
signs of weakness, (i) savings bank deposits began to be with- 
drawn, (3) notes began to be presented for encashment, and 
(4) there was a general scramble for gold in the countrJ^ The 
Government of India took prompt and bold measures to 
counteract these tendencies. Firstly as regards exchange, 
though the Government at first hesitated to sell Reverse 
Councils, it soon realized the futility of this course, and began 
to support exchange by offering Reverse Councils, which were 
sold to the extent of £2>, 70 - 7, 000 up to the end of January, 1915. 
As a result of the run on the savings banks, more than S crores 
of mpees (or nearly 33 per cent of the total deposits)were with- 
drawn during 1914-15, but the return of prosperity in the 
following year, the announcement of some fictitious victories in 
all the battlefields, and Government’s promptness in meeting 
ifcs^obligations in connection with these deposits, restored the 
confidence of the public to a certain extent. That this 
confidence was never fully restored is shown by the fact that 
in spite of an enormous increase in the volume of currency in 
active circulation during the war the savings bank deposits in 
1918-19 were more than 25 por cent below the average in July, 
1914. This lack of confidence also resulted in tlie encashment 
of currency notes to the tune of Rs. 10 crores betv'een July, 
1914 and March 1915; but once again Government’s promptness 
in meeting its obligations and the. announcement of some fresh 
victories saved the situation. And lastly, the demand for gold 
ini return for currency notes resulted in the issue of ;£i, 800,000 
J^rth of gold during the first four days of August, 1914, and 
compelled the Government to suspend payments for notes in 
gold from August 5 onwards. 

The Favourable Balance of Account : Its Immediate 
Consequences. The difficulties in connection with weak 
exchange and encashment of notes were hardly over ^vhen the 
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Government found itself on the horns of a hew dilemma, which 
was created b3’- the balance of account going heavily in India’s 
favour during the years 1916-17 to 1918-19. To begin with, the 
demand for Indian raw materials and foodstuffs, and therefore 
the export trade in them, increased abnormally during the^o^ 
years on account of war, • w'hile imports into India declined 
sharply owing to lack of supplies and freight. This made 
the trade balance favourable to India to the average of nearly 
£60 millions a year during the three years under consideration. : 
On top of this came Indian Government’s expenditure on war 
on behalf of the British Government, which amounted to £ 2^0 
millions. 

We have seen that in normal times a favourable balance 
of account was liquidated by importing gold coins, or by the 
issue of silver rupees, or by the issue of paper currency 
against wdiich a gold or rupee cover was provided. Bub 
we find that the Government was not in a position to avail 
itself of any of these devices to a great extent. During the war 
imports of gold into India amounted to only £26 millions, so 
that there still remained a balance of over £ 2)30 millions to be 
liquidated, which, in the absence of further gold imports, could 
be done onh’ through the sale of council drafts. But we have 
seen that the sale of council drafts imposed an obligation on the 
Government of India to issue rupees or notes to the holders of 
drafts. In order to be able to make payments for tliese drafts, 
therefore, the Government began to mint rupees on an extensive 
scale. 

Effects of Rise in the Price of Silver. But un- , 

fortunately for the Government this merry process of converting 
silver into rupees could not be continued for long owing to a ■ 
sharp and substantial increase in the price of silver. This rise ' 
was due to the fact that while the demand for silver for 
currency and other purposes had increased to an enormous 
extent during the war, the supplies of the metal instead of 
keeping pace with the demand had actuallj'" d.eclined by nearly 
25 per cent during this period. The price of silver averaged 
27^6 per ounce in 1915, increased to 37d. per ounce in 
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December, 1916, and stood at 43d. per ounce in August, 1917 
—the point at which the face or exchange value of the rupee 
(when the rate of exchange stood at is. 4d.) would be exactly 
equal to the value of silver contained in it, or the point at 
v/Jjch the Government would neither gain nor lose anything 
by minting the rupee. But this rise in the price of silver did 
not stop here, as we find that it touched the 5od. per ounce 
level early in 1919. I t is obvious that from August, 1917 onwards-^ 
eve n the sterling exchange standard ceased to exist; for the/ 
rise in the price of silver above 43d. per ounce was automatically 
foll^yed by a corresponding rise in the exchange value of the 
r^ee. If an attempt had been made to maintain the sterling 
exchange standard by maintaing the exchange value of the 
rupee at its old parity, the rupees would have immediately 
started going out of circulation, for it would have become 
profitable to melt them down and sell the metal in India or 
abroad. However, when the exchange value of the rupee was '■ 
allowed to vary according to variations in the sterling or gold 
P^c<i of silver, the abandonment of exchange control implied 
thhl; for all practical purposes, the sterling exchange standard 
had given way to silver standard. 

Measures taken by the Government. While the above- 
mentioned changes were taking place in the currency and 
exchange system of India, the balance of account continued to 
pile up in India’s favour. The Government was not slow to 
realize the futility of trying to maintain the pre-war system. 
In order to be able to meet the existing demand for currency ' 
and with a view to preventing- this demand from increasing still 
further, the Government of India adopted the following 
measures : 

y (i) Limito-tion of Council Drafts Sales. The Secretary of 
StA'te had, during the early stages,' tried to liquidate the favour- 
able balance (as he used to do in pre-war days) by offering to 
sell council drafts without limit ; but when the Government 
of India could no longer mint new rupees and when 
in trying to meet its obligations in connection with council 
drafts it made serious inroads into the Paper Currency Reserve,. 
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thus eiulan.irerin.G: the converliliility of notes, the Secretary of 
State was obliged to suspend the provision in regard to the sale 
of Council Drafts witliont limit and to limit these sales between 
lao lakhs and 130 lakhs of rupees per week, ^ 

(2) Control oj Exjwrls from India. Realizing that the 
demand for currency in India was due chiefly to the excess of 
exr.orts over imports, and that the amounts offered by thekSecre- 
tary of State were far too inadequate to pay for the favourable 
bakince, the Government tried to kill the demand for currency 
bv killiiiii, as far as possible, India’s export trade. With this 


eud in view the sale of council drafts was restricted to a few 
banks and firms on the so-called “Approved List,” who were, 
by these restrictive measures, compelled to confine their 
activities to the export of commodities needed by the Allies for 


the prosecution of war. 

(3) Raisiii!; the Exchanric Rale. We have seen that the 
rise in the price of silver had lendered it impossible for the 
Government to offer ruiiees at the rate of is. ^d. without 

ffijjhi q a heai'v loss. In tnese circumstances the Secret.;.! 
of State had no option but to make the rate, at which he 
offered his drafts for sale, move according to the movements in 
the sterling pi ice of silver. Thus on Januar}' 3 ) ^ 9^7 
exchange rate (telegraphic transfers) stood at is. 4j4d.; on 
April 12, iQiS it reached is. 6d.; on September 15, iQiQ it was 
recorded at 2S.; on December 12, loio, it touched the 2S, 4 ^ 1 * 
level ; and it was at this rate that council drafts were sold 
right up to the closing weeks of the year 1019* 

(4) Pjtrchasc of Silver. But inspite of the above-mentioned 
measures the demand for currency continued. As the supplies 
of silver were limited, the Government, in order to be able to 
acquire all available silver, prohibited on September 3, 1917,; its 
im]iort on private account into India as ivell as its export. Still 
the demand for rupees continued. The paper currency had, in 
order to meet the demand for currency, been strained to the 
breaking point, and its final collapse was well in sight, when the 
Goi'ernmeiit managed to replenish its depleted rupee resoui'ces 
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by purchasing 2,000,000 ounces of silver from the United States 
Government in April, 1918. 

(5) Economy of Silver. But before silver could be 
acquired from the United States, the Government was so 
djV^iperately in need of the metal for meeting its currency 
obligations that it was compelled to economize its use by issuing 
I and 2/4 rupee notes in December 1917, and by issuing two- 
anna, four-anna and eight-anna nickel coins in the place of the 
usual silver pieces. 

(6) Protection of Silver Coins. As the imports of silver 
on private account were prohibited, and as the melting down of 
rupees now no longer involved a loss, it was found necessary 
to keep the circulation of rupees intact by declaring unlawful 
the use of gold and silver coins for other than currency 
purposes. This was done on June 29, 1917. 

(7) Use of Gold for Currency Purposes. The shortage 
of silver compelled the -Government to acquire gold and to put 
it into ciiculation. An ordinance was issued on June 29, 1917, 
requiring all gold imported into India to be sold to the 
Gjvemment ; and in August, j; 9 18, a branch of the Royal Mint 
v/as opened at Bombay for the coinage of sovereigns. This 

Royal Mint was, however, closed in April, 1919T 
- (8) Inflation of Paper Ctirrency. But in spite of all the 
above-mentioned -measures the demand for currency remained 
far from satisfied. This demand' had to be satisfied somehow, 
and in desperation the Government restored to the use of the 
printing press without providing an adequate cover to insure the 
convertibility of notes. Same idea of the magnitude of note issue 
may be had from the fact that between March 31, 1914 and 
March 30 j i 9 J 9 >. while ^ross note circulation increased by nearly 
^6 per. cent, (from 66 crores to 153 crores) the metallic 
■riserves decreased by more than 50 per cent, during the 
same period. In April, 1918, the inconvertibility of notes 
seemed imminent, but the position was saved by the timely ' 
purchase of silver from the United States. But it may 
be added that notes had become inconvertible in all but name ; 
for we find that in its anxiety to avoid the payment of 
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coin for notes the Government had not only, withdrawn the ^ 
facilities for the encashment of notes at district treasuries, but }■ 
had actually gone to the length of imposing restrictions on tlie 
amounts of rupees iiayable to the tenderers of notes even at the 
currencj' offices in various circles. ‘ •* 

(g) Gifts and Loans. We have seen that the Government 
of India had spent over £ 240 millions during the war on behalf 
of the British Government, and that as this amount was to be 
paid liack to India, it went a long way towards swelling India’s 
favourable balance of account. As no means could be found 
of remitting this amount to India without involving ‘ the 
departure of gold from Britain (which the British Government 
was anxious to avoid at all cost), the Indian Government solved 
the difficulties of its masters in Kngland by making a present 
of 100 million on behalf of the Indian people, thus rendering 
the transference of this amount to India unnecessary. And '' 
here in India this “gift” was collected in the shape of taxes- 
and loans, so that it put the Government in a better position to 
meet the demand for currenc\n 4 

Changes in the Gold Standard Reserve. The various 
chianees that took place in the realm of currency and exchange 
in India and abroad during the war were not without their 
effects on the amount and composition of the Gold Standard 
Reserve. In the first place, in accordance with the 
recommendations of the Chamberlain Commission, the rupee 
branch of that reserve was alx>lished in August, igiS- 
Secondly, it may be recalled that the Chamberlain Commission 
had recommended that a substantial portion of the reserve 
should be held in gold instead of securities; but we find that 
while the Gold Standard Reserve increased from nearly £ 2 '>% 
millions in INIarch, 1913 to nearly £. 2 ) 7 }^ millions in NovembeT, 
1919, the gold reserves (which stood at ;£,t, 620,000 in INIarch, 
1913) instead of increasing more than proportionately actually 
dwindled down to the zero level. Practically the whole of" 
reserve was invested in various British Dominion Government 
securities. 
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The Appointment of the Babingrton Smith Committee. 
The changes in the currency system of India, which we have 
examined in the preceding paragraphs, were not supposed to be 
ppmanent. A Committee of inquiry presided over by Mr. T. 
PAbington Smith was appointed on May 30, 1919 "to examine 
the effect of war on the Indian exchange and currency S3 stem 
and practice, and upon the position of the Indian no^e -issue, 
and to consider whether, in the light of this experience and of 
possible furture variations in the price of silver anv modi- 
fication of S3’^stem or practice may be required, to make 
recommendations as to such modifications, and generally as to 
tlie policy that should be pursued with a view to meeting the 
requirements of trade, to maintain a satisfactory circulation and 
to ensuring a stable gold exchange standard." 

Recommendations of the Committee. Tlie Committee 
after examining the working of the gold exchange standard in 
India came to the conclusion that while under this S3*stera it 
was possible to prevent a fall in the value of the rupee below 
ly^d, no provision had been made against a rise in the value 
of the rupee above is 4d in the event of a rise in the price of 
silver above 43d per ounce. The Committee thought that the 
pos sibi lities of, a rise in the exchange value of the rupee above 
^ point could be effectivel}'' checked only by fixing that 

va lue in such a manner as to retain the token character of the 
rupee in spite of all reasonable increases in the price of silver. 
Now the evidence put before them led them to the conclusion , 
that, haying _ regard to the demand for the metal and the 
conditions of supply, the price of silver was likely to remain 
high for a number of years. They estimated that if the price of 
silver . was reckoned at the high fig^ire of 62. qd (gold) per 
■Q^nce', the price of silver contained in a rupee would work out 
at IS ii.36d. These assumptions led the committee to the 
conclusion that the rupee could be reduced to the position of a 
token coin again only if the exchange value of the rupee was 
fixed at 2S. (gold) ; and so they recommended that the exchange 
rate should be fixed at that level. 
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It will be noticed that the Committee had recommended 
the fixing of the exchange value of the rupee in terms of gold 
and not sterling. The Committee gave preference to gold as 
against sterling for a number of reasons. In the first place they 
pointed out that sterling had already depreciated considerably 
in terms of gold and was likely to depreciate further, so that if 
the value of the rupee was fixed in relation to sterling, any ■’ 
further depreciation of the latter would inevitably be followed ’ 
bj' a corresponding depreciation of the rupee also, which would . 
be highly undesirable if the token character of the rupee was 
to be maintained. Again, they pointed out that as both the 
rupee and the sovereign were legal tender in India, it was 
imperative that the value of the rupee should be fixed in terms 
of gold; for if the value of the rupee was fixed in relation to } 
sterling (whose value in terms of gold varied from time to ( 
time), constant variations in the relative value of the rupee and i 
sovereign would inevitably render the circulation of the two" 
coins in the country impossible. It was chiefly for these reasons 
that the Committee recommended the fixing of the exchange 
value of the rupee in relation to gold instead of sterling. ^ 
The Committee further recommended that immediately after ^ 
the new exchange rate of Rs. lo to the sovereign had been estab- 
lished, the Government should remove all the various war-time 
resti'ictions on the free imports and exports of gold and silver, 
and that branch of Roj^al Mint should be re-opened at 
Bombay for converting gold tendered by the public into 
sovereigns. Again, as a safeguard against a possible rise in the 
price of silver, they recommended that the Government should ' 
withdraw its obligation to give rupees for sovereigns. With 
regard to the Gold Standard Reserve, they expressed the opinion 
that it was not desirable to fix any limit as to its size, and 
recommended that a considerable proportion of it should 'be 
kept in the form of gold, a part of which, not exceeding one - 
half, should be kept in India. The remainder of the reserve_, 
they recommended, should be invested in securities issued'' by 
various Governments within the British Empire and maturing 
within twelve months. And lastly, they recommended that 
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Council Drafts could be sold in excess of tlie Secretary of State’s 
own requirements by competitive tender, and that in times of 
weak exchange the Government should immediately announce 
their willingness tp sell Reverse Councils. 

Government’s Action on the Report. IMost of the re- 
commendations of the Committee were accepted by the Govern- 
ment, and on February 2, 1920, the Government issued 

a number of notifications giving effect to these recommendations. 
These notifications fixed the exchange value of the rupee at 2s 
(gold) ; announced that Council Drafts and telegraphic transfers 
would be offered b3^ open tender every week, and that in future 
Reverse Councils would be offered for sale in times of weak 
exchange at a rate based on the cost of sending gold from India 
to London ; withdrew the obligation on tlie i^art of the 
Government to give rupees in exchange for sovereigns and 
half-sovereigns; and removed restrictions on the imports of 
silver as well as on the melting of gold and silver coins. An 
Act was also passed (Act xxxvi of 1920) which made the 
sovereign 'legal tender in India at Rs. 10. 

^-Breakdown of the 2s. Ratio: Its Causes. Just after 
the Government had announced its intention of maintaining 
the value of the rupee at 2s. gold, a number of factors inter-' 
vened and rendered the maintenance of that ratio impossible. 
To begin with, just on the day when the notification regard- 
ing the new exchange rate was issued, the dpllar::Sterling rate . 
feil,to the unprecedented low figure of 365 cents, which under 
the circumstance that the rupee (like the dollar) was now linked 
with gold, meant a corresponding rise in the value of the 
rupee as measured in terms of sterling. To make matters 
worse, the exchange market expected a further depreciation of 
prospect made Indian exporters nervous ; for 
British importers of Indian produce had contracted to pay 
in sterling, and the depreciation of sterling would have meant 
fewer nrpees for a given amount in sterling, which would have 
involved Indian exporters in losses. So naturally when 
these exporters expected a further rise in the sterling value- 
of the rupee (or fall in the gold or dollar value of sterling) they 
30 
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rushed to sell off their bills. The result of this sale of bills 
was that within a few days of the fixing, of the ratio at 2s. / 
.(gold) the exchange rate jumped up to 2s. iid. sterling. \ 
There was another aspect to this fall in the rupee value ^f 
sterling ; ' it meant that fewer rupees could now buy a giv.ej^i 
amount in sterling. Now, during the. war foreign business 
concerns in India had accumulated vast amounts in profits, 
and immediately the exchange rate rose to 2S. iid,, they seized 
this opportunity' of remitting those funds to England. Thus 
there arose a demand for sterling in India. But worse was 
yet to come. A study of the American and Indian 'index 
numbers for 1920 would show that both indicated an average 
rise of approximately 100 per cent, above the 1914 level, from 
which it follows that the old is. 4d. (gold) rather than the 
new 2s. (gold) rate represented the natural ratio. The new 
Unnatural ratio would inevitably penalize exports and encourage 
imports, and so through the operations of foreign trade would 
tend to revert to the normal or natural rate. '''^To begin with, 
exports from India began to decline owing partly to the inabili^ 
of foreigners to pay for them in the overvalued rupee arid 
parth* owing to the failure of monsoon. On the other hand 
imports jumped up with leaps and bounds owing to the fall 
in the price of foreign manufactures when measured in terras 
of rupees. The result was that between April 1920 and March 
/ 1921 imports exceeded exports by Rs. 80 crores in value. 

And this tendency continued till, as we shall see presently, 

V the exchange rate swung in the opposite direction. 

True to its word, the Government tried to meet the demand 
for sterling (occasioned by the adverse balance of trade) by 
offering Reverse Councils for sale with a \dew to preventing the 
exchange from falling. Some idea of the magnitude- of the 
• problem that faced the Government may be had from the f^ct 
that at one time a difference of as much as 4d. per rupee existed 
between the market rate and the rate at which Government was 
offering Reverse Councils. Of course in such circumstances the 
market rate was inoperative sc that the' entire burden of 
liquidating India’s trade indebtedness fell upon the Government.' 
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As even in India itself there \va's' a premium on gold, {i.e. the 
rupee could no longer buy 11.30016 grains of fine gold, which 
was its gold value ' at ■ 2S.) the' Government began to sell gold 
in order to force dowm its price 'relatively to the rupee. In 
ah . .yearly Rs. 60 crores worth of gold was sold before the futility 
of these sales was realized. In this way after exhausting its ' 
none too extensive sterling resources, which tlie sale of Reverse 
Councils entailed, as well as its gold reserves, and finding that the 
demand for sterling was still far from satisfied, the Government 
abandoned the idea of maintaining the exchange rate at 2s. gold, 
and''begaii' to' stabilize it at 2S. sterling, which was at that time 
equivalent of nearly is. 7d. gold. But the demand for sterling''- 
was far too extensive to enable the Government to stabilize ' 
the exchange rate even at 2s. sterling. 

In order to understand the causes of this failure to maintain 
the exchange value of the rupee, it is necessary to point out 
that during the 3'-ear 1920 index numbers fell in the United 
Kingdom from 289 in January to 2^0 in December, while in 
tln^United States they fell from 233 to 179 during this period. 
Assuming that the 2S. ratio was a natural one in the beginning 
ofH9_2o (which, as we have seen, was by no means the case), 
it follows that the maintenance of the ratio at the new level 
would have been practicable only when tlie price level in 
India had fallen to the same extent as in the United States. 
■Tins .would have been the case only if the volume of currency 
had been contracted. In this connection it may be pointed 
out that the sale of Reverse Councils has for its object not so 
niuch the liquidation of India’s adverse balance of account as to 
bring about a contraction of currency in the country bj’" putting 
the proceeds of the sale of Reverse Council out of circulation. 
The contraction of. currency brings about a fall in prices which 
stimulates exports and discourages imports, and thus ultimately 
restores the balance of trade. But we find that in 1920 this } 
principle underljdng -the . sale of Reverse Councils was ignored 
by the Government of India. “It did not withdraw notes"'' 
from circulation to the full extent of the; Reverse Councils sold ; 
it practically went on issuing new currency simultaneously .with- 
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the sale of Reverse Couucils.”'*' The sale of Reverse Councils 
on this occasion amounted to ;;C55 j382,ooo, lyhile against this 
the contraction of currency amounted to only Rs. 31^^ crores in 
all. The result of this policy was that the price level in 'India 
remained high relatively to the price level in Britain and tlie 
United States, so that the rupee-gold ratio and later on even ; 
the rupee-sterling ratio could not be maintained. Having thus 
failed to maintain the exchange value of the rupee the Govern - ) 
ment was compelled to suspend the sale of Reverse Councils in 
September, 1920, leaving the rupee to find its own exchange^ 
value through the operations of demand and supply. The result 
of this abandonment of exchange manipulations by the Govern- , 
ment was that the exchange rate fell from is. lod. in September 
to IS. 53^d. in December. It was in these peculiar circumstances 
that the attempt to re-establish the gold exchange standard in 
India after the war ended in a fiasco. 

Further Fall in Exchange. The yea^ 1921 did not 
bring any improvement in the situation. On the contrary, 
things became definitely worse. In spite of the fact that the 
Government had contracted the currency to the extent of 
nearly 31 % crores during the I’^ear 1920-21, this contraction of 
currency had not proved to be adequate to lower the general 
price level in the country. On top of this came unsettled 
conditions in Europe and the impoverishment of India’s 
European customers. The result was that India’s unfavourable ^ 
balance of trade during the year amounted to nearly Rs. 21 
crores, which was an improvement upon the preceding year ^ 
during which imports had exceeded exports by Rs. 79 crores. 
Anyhow, conditions were still favourable to a further fall in 
exchange. Nor was the course of relative prices any favourable 
to an improvement in the rate of exchange. During the 
1921 the general price level in the United States and Britain 
registered a decline of nearlj'^ 20 and 25 P^r cent, respectively , 
while on the other hand it declined by only about 10 per qent. 


'•= See H. h. Cliablani : Indian Cwrency, Banking and Exchange, 


p. 94. 



CtTRRENCY AND EXCH.\NGE 


469 


in India during that year. The cumulative effect of_ all these 
adverse factors was that the exchange fell from is. 

(sterling) in January to is. 3^d. in December. 

Restoration of Favourable Trade Balance and Improve- 
ment in Exchange. T he ye ar 1922-23 marked the beginning 
of trade recovery. The monsoon in the year 1922 was satis- 
factoi^r and harvests abundant, so that considerable surplus 
was available for export purposes. Some of the continental 
countries were still in an unsettled condition ; but the United 
States, Britain, France and other countries were now experienc- 
ing a marked trade revival which created a demand for Indian 
produce in these countries. On the other hand, imports into India 
declined verj'’ considerably. The result was that exports exceeded 
imports by nearly Rs. 90 crores as against an unfavourable 
balance of nearly Rs. 21 crores during the preceding year. 
A pai't of the favourable balance during the year was liquidated 
by imports of nearly 59 crores worth of bullion into India, 
sd\ that there still remained a balance of nearl}’- Rs. 31 crores to 
b^ liquidated. Th^demand for rupees, abroad to liquidate this 
favourable ..balance of trade went up, and consequent!}’’ the 
value of the rupee as measured in terms of sterling, or the 
exchange rate, be^n~tb show an upward tendency as a result 
of thisTnse in demand, until in D ecember, 1922, the exchange 
rate touched the is. 4d. level. 

\nien the exchange was on its way to recovery, the 
Government adopted certain measures to help that recovery 
and to pre-vent a set back. It began by 'restoring confidence 
through balancing its budget. Secondly, it resorted to a more > 
.drastic currency deflation by selling securities in the Paper ( 
Ci^ency Reserve and putting the currency that it received . 
as the ‘proceeds of those sales out of circulation. And lastly, 
notwithstanding the fact that the balance of account was in 
India’s favour, > the Secretary of State abstained from selling 
Council Bills even for his own requirements (which he met 
chiefly by borrowing in Dondon and by realizing the amounts 
from the British Government which were due to India on 
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.account of- war expenditure), thus helping unsatisfied -demand 
for rupees to push up the exchange rate. 

The monsoon was again favourable in 1923, with the result 
that the balance of trade was favourable to India to the extept 
of about. Rs. .145 crores in 1923-24. Nearly Rs. 49 crofes 
worth of bullion was imported during the year, so_ that, there still 
remained a net .balance of nearlj’- Rs. 96 crores to be liqudated. 
Again in 1924 the monsoon was excellent, and the favourable 
balance of trade reached the record level of Rs. 155 crores in the 
year 1924-25. The imports of bullion amounted to nearly Rs. 94 
crores in' value during the year, so that the net balance stood 
at nearly. Rs. 61. crores. The result of these favourable trade 
balances was that the rupee-sterling exchange began to move 
up until it touched is. 6d. sterling, or about is. 4d. gold, in 
October, 1924. It is important to bear in mind that this rise 
in exchange was directly brought about by the deflatign_pf 
currency, and as such we may say that it was the. result of 
Government manipulation and was not .due to the working of 
natural forces. However, the exchange was exhibiting a strong 
tendenc}’’ towards moving further up when the Government 
decided to prevent its rise above is. 6d. sterling and to stabilize 
the exchange rate at that level. This the Government did Iw 
expanding currency. The Secretary of State had resumed the 
sale of Council Bills in 1923-24 on a small scale, but in order 
to meet the requirements of trade the Government had started 
purchasing sterling in India. This new method of transferring 
funds from London to India vill be discussed later on ; but 
at this stage it may be remarked that by purchasing sterling 
with rupees in India the Government could put rupees into 
circulation, or in other words it could expand currency,, as 
effectively as by the sale of Council Bills. In 1924-25 this, new 
method of sending remittances to the Secretarj’" of State almost 
completely superseded the old method of selling Council Drafts 
in London, and during .this year the sale of Council Drafts in 
London and the purchase of sterling in India involved over 
Rs. 55 crores. Again, as will be explained more fully in connec- 
tion with paper currency, the Government expanded the note 
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issue to the extent of Rs. S crores against internal bills of 
exchange and Rs. 6 crores against British Government treasury 
bills in order to meet seasonal demand for currency. 

The Attainment of the Is. 6d. Gold Ratio. Notwith- ^ 
Standing the fact that currency was expanded considerably!, 
during 1925-26, the price level in the country continued to fall' 
owing to the greater expansion of trade. ISIeanwhile, the gold 
(or dollar) value of sterling was going up, so that when the 
Government of India was trying to maintain the exchange at 
IS. 6d. sterling, the rise in the gold value of sterling was 
automatically followed by a corresponding rise in the gold 
value of the rupee also. In April, 1925, England returned to 
the gold standard, which meant that the gold, as well as the 
sterling value of the rupee had risen to is. 6d. 

As we have already remarked, this rise in the gold value ' 
of the rupe'e was directly due to the deflationary policy of • 
the Government. Was it by design or accident that this high 
r^ate of exchange was attained? It is difficult to belie\’e that 
t^ose who were responsible for moulding the Government of 
'India’s currency policy were so ignorant of the trend of the 
dollar-sterling excliange that they could not visualize 
the possibilities of the appreciation of sterling. Such possi- 
bilities were always present : in fact the trend of the dollar- 
sterling exchange itself during 1924-25 unmistakably suggested 
the probability of sterling reaching gold parity. When, there- 
fore the Government allowed the value of the rupee to touch 
IS. 6d. sterling, and when it tried to maintain that value in 
spite of a rapid rise in the gold value of sterling, we cannot 
say that the Government had no ulterior motive behind that 
policy, or that the is. 6d. gold ratio was not deliberately 
i^esigned by it. And we shall see later on that it was designed ) 
directly in England’s interests. -■ 

The Introduction of the Sterling Purchase System. 
We have seen how the Secretary of State used to obtain funds 
from India by the sale of Council Drafts, and how these sales 
of Council Drafts used to enable foreign importers of Indi.an 
commodities to make remittances to India without actually 
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exporting gold or sovereigns. In 1923 the system of purchase > 
of sterling in India by public tender or private purchase was ; 
introduced, and, as we have pointed out above, the new method . 
almost completely superseded the council draft sales system^ 
The working of this method is very simple. The exchange 
banks and other firms hjtve usually at their disposal funds in 
Ivondon in the event of India having a favourable balance of 
account, which they are anxious to transfer to India by con- 
verting it into rupees. The Government of India on the other 
hand has rupees in India which it is anxious to convert into 
sterling to provide funds to the Secretary of State in connec- 
tion with the home charges. The Government of India 
purchased sterling in hondon through the Imperial Bank of 
India from exchange banks and others, so that these purchases^ 
put the Government in possession of sterling in London and 
exchange banks and others in possession of rupees in India. 

The new system of sterling purchase had a number of 
advantages to recommend its general adoption and the super/ 
session of the old system. To begin with, it will be noticed.' 
that the export of sterling bills originate in India, and 
as such it is in India that the Government can arrange to buy 
sterling more conveniently. Secondly, “the factors influencing 
the immediate course of exchange could be gauged more 
accurately and more promptly in India by regulating the 
purchase with reference to the varying conditions of the (Indian 
exchange) market, the operations of Government could be con- 
ducted so as to avoid fluctuations in rates with benefit both to 
trade and to the country generally.”"" It is desirable to point 
out in this connection that under the old system the Secretary 
of State enjoyed undue power in the exchange market, whic?li 
he abused on certain occasions by selling council drafts at rates 
which adversely affected the Indian money market, and thereby 
subordinated the interests of India to his own requirements. 
Moreover, the various factors that influenced the immediate 


«= Royal Currency Commission, 1926, Minutes of Evidence, Vol. II, 
P. 22, quoted by If. C. Jain in the Monetary Problems o‘f India, P. 16. 
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-course of exchange as well as the effects of those changes on 
the Indian money market could be studied on the spot and 
not from a distance of six thousand miles ; and the imrchase 
Gi sterling in India remedied these grave defects in the old 
• iystem. 

III. Introduction of the Gold Bullion Standard. 

The Appointment of the Hilton-Young Commission. 

We have seen that b5’^ the middle of 1025 the rupee liad once 
•again been permanently stabilized on a gold basis at is. 6d. 
But tlie countr}' was far from satisfied with the new develop- 
ments ; and the manner in which India's gold and sterling 
•resources had been squandered without even the consolation 
•of attaining their object had aroused a storm of indignation, 
•and naturallj’^ made the countr3' apprehensive in regard to 
future developments. As a result of this agitation a Royal 
Commission was appointed on August 25, 1925, under the 
Chairmanship of Commander Rdward Hilton-Young to examine 
agd reiiort on the Indian exchange and currenc\’ S3’^stem and 
•'practice in existence at the time, to consider if any modification 
in that system was desirable in the interests of India, and to 
make recommendations. 

Defects in the Existing System. The Commission sub- 
jected the existing currency and exchange system to a thorough 
■examination and summarized its main defects as follows : 

"(i) The system is far from simple, and the basis of the 
•stability of the rupee is not readily intelli,gible to the un- 
instructed public. The currency consists of two tokens (/.c, 
rupees and currency notes) in circulation, with the unnecessary 
•excresence of a third full-value coin {the sovereign) which does 
-Vjpt ciiculate at all. One form of token currency (into which 
there is an unlimited obligation to convert the other) is highly 
■expensive, and is liable to vanish if the price of silver rises 
above a certain level. 

“(2) There is a cumbrous duplication of resen^es, with 
an antiquated, and dangerous, division of responsibility for the 
control of credit and currency policy. 
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“(;^) Tlio sy.stL'TU does not secure the automatic expan- 
sion and contraction of currency. Such movements are too 
v.-}ioIIy dei)endent on tJie will of the currency aiitliority. 

“(4) The sy.stem is inelastic. The utility of the provision 
ft>r elasticity made on the recommendation of the Bahingioh 
Smith Committee is afTecled by the methods of financing Indian 
trade.”'' 

In explanation of these findings of the Ililton-VounK 
Connnis'^ion it ma,v be pointed out that the first fundamental 
condition for the automatic workiuR of the R:old exchanj^e 
standard is the expansion and contraction of currency exactly 
in proportion to the anunuils of Council Drafts and Reverse 
Councils sold by the Government. Tiiis e.xpansion and con- 
traction of currency is in turn necessary for the automatic 
slal)i!ij’ation of excham;e immediately through a rise and fall 
in the internal price level, and ultimately through the expan- 
sion and co:Uractinn of imports and exports as a result of 
chanpes in the internal price level. But v.’e find that in India 
the Government was under no statutory obligation to expand 
and contract currency exactly according to the s.ale of Council 
Drafts and Reverse Councils. Often instead of meeting its 
obligations in connection willi Council Drafts by issuing extra 
currency it resorted to mahinp payments from treasury balances, 
while the sums received for Reverse Councils were, as durinp the 
crisis rpoj-oil, never taken out of circulation in their entirety. 
As reyards tlie unnecessary duplication of reserves, it may be 
pointed out that the ultstnaic object of the maintenance of the 
yold standard and paper currency reserves was the maintenance 
of the external value of Indian currency, so that their separate 
existence could not lx.* justified on any yround, except perhaps 
for reasons of hook-kecpincr. .■Xpain, these two currency rescr\-t-s 
were kci)t quite ajiart from, and had no connection whatever 
with, the liankiny re.serve.s upon which hankiny credit was based. 
As pointed out by the Commission, “The Government controls 
the currency. The credit situation is controlled, as far as it 
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-is controlled at- ‘all, b3’- the Imperial Bank. With divided 
control, there' is likelihood of di'vided counsels and failure to 
co-ordinate.” 

With regard to lack of elasticity in the currency system, 
it may be pointed out at the outset that the demand for 
currenc3’‘ in every country varies according to the extent of 
trading operations at various times, and that unless the volume 
of currency is expanded in relation to the expansion of trading 
operations, the increase in demand for currency, its supply 
remaining unaltered, leads to increase in discount rates with 
all its undesirable effects on the trade and commerce of the 
country. But it is by no means necessary that in order to 
meet the increased requirements of trade the metallic or paper 
currency should be expanded : the requirements of trade are 
equally well served by the expansion of cheque currenc3’' 
through the inflation of credit. But in a country like India, 
where banking habit and credit organization are not adequately 
developed, the expansion of credit cannot serve as a substitute 
^or metallic or paper currency in bus3'‘ times, such as the 
'harvesting seasons. It is thus imperative that somehow addi- 
tional currency should be made available in bus3’‘ seasons. It 
will be shown in connection with paper currency that the Act 
of 1923 had authorized the Government to grant loans up to 
Rs. 12 crores to tlie Imperial Bank against trade bills in times of 
increased demand for currenc3’‘, provided the interest rate 
touched a certain level ; which shows that currency could be 
expanded onl5’^ to the extent of Rs. 12 crores and no more, and 
even that on the condition that the rate of interest touched 
the high level of 8 per cent, and that such issues could take 
place only against self-liquidating trade bills which are not 
■C^ammonly drawn in India. “Trade in India is generally 
financed by means of cash credits or promissory notes — not 
huiidis' or bills.”* 

It was on account of these drawbacks that the Hilton- 
Young Commission- condemned the currency system that 
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was prevailing in India at the time of their inquiry. They 
thought that the evolution of Indian economic system had 
"reached the stage when her currency can and should be 
placed upon a more simple, certain and stable basis.” ^ ^ 
Some Alternative Proposals. But which system was 
likely to provide that "more simple, certain and stable basis” 
for India’s currency without unduly disturbing the existing 
currency and credit organizations in India and abroad? The 
Commission first examined the possibilities of the sterling 
exchange standard and rejected the s3’-stem on the grounds that 
it could not be maintained (as had happened during the war) 
in the event of a rise in the price of silver beyond a certain 
level, and that the gold value and consequently the purchasing' 
power of the rupee would be liable to constant fluctuations 
according to changes in the value of sterling in the event the 
latter was ever forced off gold, which would be highly detri- 
mental to India’s economic well-being. Then they proceeded 
to examine the feasibility of perfecting the gold exchange 
standard, and came to the conclusion that the continuance oi 
the system was undesirable because, in spite of all the various 
improvements that human ingenuit}'’ could devise, the silver 
rupee could never be kept in circulation after the price of 
silver had exceeded a certain point, and because the system 
did not inspire the confidence of the public owing to the 
absence of visible solid backing, which could be provided only 
by ensuring the con\'ertibilit3’' of the rupee tokens and notes 
into gold for internal purposes, which was not possible under 
the gold exchange standard system. The Commission next 
examined the possibility of adopting the gold standard with a 
gold cttrrency, but rejected the scheme on the grounds that 
the demand for gold in India for currency purposes (over an®, 
above the normal demand for the metal in the country) would 
lead to the contraction of credit and therefore to a fall in gold 
prices all over the world, which would be disastrous to industry 
and trade in every country, including India ; that in view of 
such undesirable developments the United States, (which had 
the largest gold reserves at the time) would not be willing to 
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supply gold to India to enable it to adopt the gold standard 
more particularly as the adoption of gold standard in India 
would do irreparable damage to her silver market ; that the 
adoption of the gold standard in India would bring dovui the 
.vnrice of silver with a crash so that China (a silver standard 
country) would also be compelled to follow suit which will have 
further reaction upon prices in gold countries ; that a fall in 
the price of silver would bring hardships to the poorer classes 
in India who had stored their, purchasing power in their silver 
hoards. Obviously enough there was nothing new in these 
arguments which were a mere rehash of the arguments put 
forth against the adoption of the gold standard in India by 
the Chamberlain Commission and various lesser luminaries in 
the world of Indian currency and finance. 

The Gold Bullion Standard. After turning down these 
various proposals the Commission proceeded to explain that 
the adoption of gold standard need not be followed by 
actually putting gold currency into circulation, so long as the 
^dia of exchange were convertible into gold bullion both for 
internal and external purposes ; and on this principle they 
based the currency system which they recommended for 
India, and which has come to be known as the Gold Bullion 
Standard. The scheme proposed by the Commission aimed at 
stabilizing the gold value of the rupee by making it (as well 
as currency notes) convertible into gold for all purposes by 
^^pusing a statutory obligation to that effect upon the currency' 
authority. With this end in view the Commission proposed 
that both silver rupees and currency notes should continue to 
be unlimited legal tender and that it should be obligatory 
upon the currency authority to convert rupees and notes into 
g^ld at a fixed rate and when at least 400 ounces of the metal 
were demanded. The Commission further gave it as their 
opinion that as the currency would be readily convertible into 
gold, the circulation of a gold coin as an additional unlimited 
legal tender, far from performing any useful function in the 
working of the proposed currency system, would actually 
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hamper its smooth working inasmuch as it would bring about 
a reduction of gold reserves and' thereby weaken the credit 
structure. The}’’, therefore, proposed that the sovereign should 
cease to be legal tender. 

.j 

In support of this scheme they argued that as the currency 
authority would be under’ a statutory obligation to give gold 
bars at a fixed rate in exchange for silver rupees and currency 
notes not onlyi for export but also for internal consumption,, 
the system would fulfil all the requirements of a full-fledged 
gold standard. In making this assertion they had obviously 
in their mind the system current in Britain at the time^ while 
they forgot to take into account the fact that in England the 
Act of 1925, though closing the mints to the free coinage of 
gold, had not deprived the sovereign of its legal tender quality, 
nor were silver coins declared unlimited legal tender in that 
country. However, the Commission thought that the proposed 
system would immediately introduce a full-fledged gold standard 
without the necessity of having recourse to transitional arrange- 
ments proposed by other schemes. Besides, as the §chemq 
required the gradual strengthening of gold reserves Avithout 
bnnging about a sudden demand for gold with all its adverse 
elfects on world trade, it lendered the introduction of gold 
currency possible, if it was ever so desired, at some future date, 
though the Commission opined that it would not be in India’s 
interests ever to have gold currency in circulation. The gold 
currenc}’’ “must not circulate at first and need not circulate 
ever.’’ The new system, according to the Commission, 
Avas “an absolute gold standard’’ and not an exchange standard, 
because the currency authority was to be under a statutory 
obligation to give gold bars in exchange for silver rupees an(^ 
currency notes not only for export purposes but for all puri 
poses. “Nevei'theless the compensator}’- mechanism of the 
exchanges is preserved, because gold bars are not currency.” 
The rupee and notes representing the proceeds of the sale 'of 
gold bars Avould be taken out of circulation and thereby 
currency Avould be contracted as a result of those sales, Avhile 
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it would be expanded when rupees or notes were issued in 
exchange for gold bars. Thus, the Commission maintained, not 
only the compensatory mechanism of the exchanges would lie 
preserved, but also the whole currency system would thereby 
bisrome elastic. 

The selling rates for gold. But in selling gold, the 
fact that there is a large demand for the metal for non-monetary 
purposes w'as to be taken into account. “It is essential, 
therefore, that the conditions which are to govern the sale of 
gold by the currency authority should be so framed as to 
free it in normal circumstances from the task of supplying 
gold for non-monetary purposes. In order to achieve this 
object we propose to fix the selling prices of gold at rates 
which will enable the bank to replenish its stocks of gold 
without loss by importation from London. Thus when the 
exchange is at the upper gold point the selling price for 
delivery at Bombay will be the par value, i.e. Rs. 21-3-10 per 
tola. When exchange is below this point, the bank will be 
required to sell gold for deliveiy in London or Bombay at 
tl^ option of the purchaser at certain notified prices. These 
prices will be determined by the cost at which gold could be 
respectively purchased in London or laid down in Bombay 
from London when exchange is at the lower gold point. The 
option to the purchaser on the other hand to buy gold for 
delivery .in London at the prices determined leaves the margin 
between the upper and lower gold points of the exchange as 
narrow as it would be, having regard to the cost of moving 
gold to and from- its most convenient gold centre.”* 

Issue of Gold Savings Certificates. But it will be 
noticed that the currency authority was to be under no obliga- 
tion to sell less than 400 ounces of gold. Such enormous 
qiiantities of the metal would be purchased not by ordinary 
individuals but either by banks for export purposes or by 
bullion dealers. In order to win the confidence of the general 
public in the value and stability of the currency of the country 
(which the Commission believed could be inspired only by 


* See Report, Para ^5. 
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making its gold basis more apparent to the uninitiated in the- 
mysteries of currency organization), it was suggested that, 
savings certificates should be issued which should be redeem- 
able in three or five years in legal tender money or in gold 
at the option of the holder, and which should yield an attractiv^ 
rate of interest. Apart from demonstrating the gold basis 
of the currency, these savings certificates were also calculated 
to mobilize India’s famous hoards of precious metals, for, it 
was believed, immediately the hoarder was assured that the 
savings certificates not only promised to bring him back his 
savings in solid gold but also something over and above that 
in the shape of interest, he would give up the risky and 
unprofitable habit of hoarding away his savings. 

Convertibility of notes into silver rupees. The Com- 
mission further recommended that new notes should be issued 
which should be convertible into gold bars only and not into 
silver rupees. On the other hand old currency notes, so long 
as they remained in circulation, were to be convertible into 
rupees as before. But while the legal obligation to conver^t 
notes into rupees was to be withdrawn, rupees were to be 
made as freely available to the public as possible. Again, it 
was suggested in this connection that one-rupee notes should 
be reintroduced and that the notes of higher denominations 
should be convertible into notes of smaller denominations or 
silver rupees at the option of the currency authority. These 
changes, the Commission thought, would reduce the demand 
for silver rupees and necessitate the strengthening of gold re- 
serves. They, therefore, recommended that the coinage of rupees 
should be stopped so as to reduce the circulation of rupees to 
the amount required by the people for small change. 

The Unification of Reserves and their Composition. 
It has already been explained that both the Paper Currenoy 
and Gold Standard reserves ultimately served one purpose, viz., 
the stabilization of the value of currency. The Commission, 
therefore, recommended that these reserves should be unified 
into one reserve. The proportions and composition of this 
unified reserve were to be fixed by statute. In this connection 
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they recommended that gold and gold securities should not 
form less than 40 per cent, of the Reserve, which may be 
■increased to 50 or 60 per cent. The holding of gold (as dis- 
tinguished from gold securities) was to be increased to 20 per 
cAnt. within five years of the adoption of the scheme, and to 
25 per cent, within ten years. “During this period no favourable 
opportunity of fortif3ung the gold holding in the Reserve should 
be allowed to escape.” Of this gold holding at least one-half 
was to be held in India. The Commission further recommended 
that as the demand for rupees was likely to be greatly reduced 
in consequence of the various measures they had suggested, 
the silver holding in the reserve should be reduced from 
85 crores to 25 crores within a period of ten years. The 
balance of the reserve was to be held in the Government of 
India rupee securities and self-liquidating trade bills. The 
Government of India rupee securities were to form not more 
than 25 per cent, of the resen^e or Rs. 50 crores, whichever was 
less, and the created securities were to be replaced by market- 
al^e securities within ten years. 

Checks on the Purchase of Gold for Non-monetary 
Purposes. The recommendation of the Commission in regard 
to the statutory’- obligation of the currency authority to sell 
gold for rupees and currency notes (so long as at least 
400 ounces of the metal were demanded) would have made 
•bullion dealers in the country dependent upon the currency 
authority' for the supply of gold for non-monetary purposes, 
and thus weakened the gold reserves to the detriment of the 
stability of the currency. The Commission apprehending 
these developments made certain recommendations which, from 
the point of view of convertibility, reduced their gold bullion 
st’|.ndard to the level of gold exchange standard in all but 
name. In a nut-shell, the Commission tried to circumvent the 
difficulties associated with the unrestricted sales of gold by 
recommending that the currency authority (the Reserve Bank) 
should charge for gold for non-monetary purposes the par rate 
and in addition to that double the ordinary shipping, interest 
and insurance charges. The Commission thought that this. 

31 
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prohibitive rate would effectively check the demand for gold 
for non-monetary purposes from the Reserve Bank, thus 
enabling it to conserve its stocks of gold for purely monetary 
purposes. In the face of these restrictions the whole idea pf 
inspiring confidence in the currency of the country by puttifig 
it on the so-called ‘‘more tangible basis of gold” falls to the 
ground, and the Commission’s previous recommendation in 
regard to the sale of gold by the currency authority to all and 
sundry (so long as at least 400 ounces were demanded) ceases 
to have any meaning. 

The Establishment of a Reserve Bank and the Unification 
of Currency and Credit Control. It will be shown in 
the next chapter that the Imperial Bank of India was supposed 
to control the credit machinery of the country, though in 
actual practice that control did not go very far. But as, on 
the other hand, the control of currency was vested in the 
Government of India, it was impossible to harmonize the credit 
and currency policy so long as the unification of control was not 
effected. Seeing that the ultimate basis of all banking credit 
is currency, and that the requirements of a country in the 
matter of currenc}^ and credit fluctuate from time to time 
according to the extent of trading operations, the unification of 
currency and credit control is necessary in the interests of 
commerce as well as of the stability of the value of currency 
itself. In everj' advanced country in the world the control of 
both currency and credit is entrusted to a single authority— a 
central bank of issue— which controls both the currency and 
banking reserves and expands and contracts currenc3'- and 
credit according to the requirements of trade. The adverse 
consequences of the division of control in India between dhe 
Government and the Imperial Bank were clearly perceivedlby 
the Hilton-Young Commission, who, in order to brmg about 
the desired unification, recommended that the control of 
both should be entrusted to a central bank of issue, 
to be known as the “Reserve Bank of India.” This new 
bank was to be entrusted with all the various functions in 
connection with the management of currency and banking 
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reserves, note issue, credit control and others that are 
performed by central banking institutions in other countries. 

Stabilization of ’the Rupee. We have already seen 
thrt in April, 1925, Britain had returned to the gold standard, 
u'e have also seen hov^ the Government of India deliberately 
pushed up the value of the rupee to is. 6d. gold b}"- 
manipulating currency and exchange. By the time, therefore, 
the Hilton-Young Commission staited its investigations, the 
IS. 6d. (gold) ratio had become an accomplished fact. But as 
this new ratio had not yet been fixed by statute, it fell 
to the lot of the Hilton-Young Commission to recommend it 
for legal recognition. In support of this recommendation the 
Commission argued that the is. 6d. (gold) ratio had already 
been stabilized since the middle of 1925, and that prices in 
India had already adjusted themselves at a levfel as to justify 
the adoption and maintenance of the new ratio. The 
Commission tried to fortify this conclusion by asserting that 
the new ratio had not affected imports and exports adversely, 
wii^h in the opinion of the Commission was a sure indication 
that the adjustment between the external and internal prices 
had already taken place, and which justified the maintenance 
of the new ratio. The Commission further tried to justify the 
IS. 6d. ratio by asserting that wages in the country had also 
been adjusted in accordance with the new level of prices and 
rate of exchange. 

The Commission next considered the effect of the new ratio 
on contracts, and came to the conclusion that no real hardships 
would result in consequence of its adoption. They did not deny 
the fact that most of the land revenue settlements current at the 

of their inquiry had been effected at the time of is. 4d. 
exchange ; but as a heavy rise in prices had taken place, 
the burden of land revenue as measured in terms of produce 
•had not increased as a result of higher exchange rate, so that 
the new is. 6d. ratio did not actually entail even the slightest 
injustice. The case of other contracts was somewhat different. 
The Commission pointed out that exchange had been exhibiting 
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violent fluctuations since the year 1917, 

conjecture that most of the contracts must have been entered into 
during that period of fluctuating exchange. In view of these 
disturbances it would not be possible to fix a rate of^ cxchamje 
that would do absolute justice to both debtor and creditor. 
conclude, therefore, that from the point of view of contracts, 
as well as that of prices and wages, the least disturbance will 
be caused, and the least injury will be done to all the interests 
concerned, by adhering to the dc faclo rate. 

Commission’s Arguments against Is. 4d. Ratio. The 
main argument in favour of is. ^d. ratio was that it was a 
natural ratio ; but the Commission refuted this argument by 
asserting that “fluctuations in exchange are produced by the 
mutual interaction of internal and external prices and as the 
level of internal prices is determined mainly by the volume of 
internal currency, the only rate that can be regarded as 
natural is the figure at which these prices are m adjust- 
ment with the existing volume of currency and are also, m 
equilibrium with external prices. From this point of viev^^is. 
6d. appears to be clearly the natural rate under present con- 
ditions. The term, however, appears to be loosely used to 
denote the rate which would result if no attempt were made 
■either by statutory enactment or executive action to anchor 
the rupee to a particular point. If such a policy were adopte , 
there can be no doubt that in a country like India where there 
arc wide seasonal fluctuations of trade, tliere \\ould 
similarly extensive fluctuations in the rate of exchange amidst 
which it would be impossible to distinguish any particular rate 

as natural.” 

The Commission next proceeded to examine the argunien 
that the is. 6d. rate had been established through Government 
manipulation and that as such the reversion to the old ratio 
of IS. 4d. would be less harmful to the country than die 
maintenance of the higher ratio. In refuting this contention 
they asserted that the is. 6d. rate was an accomplished fact. 


See Report, Para 196. 
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and when prices and > other factors were in adjustment with 
those in the world at lai'g’e on the basis of the new ratio, the 
question of the riieans by which that rate came itito existence 
had no bearing on the extent or violence of the economic 
di-jnirbances which would be caused b}^ changing tlie rate. 

The opponents of the is. 6d, rate had shown their 
preference for the old rate on the ground that the new rate 
would necessitate the emplo 5 nnent of larger amounts of gold 
for the maintenance of the gold standard, so that in the event 
of an adverse balance of trade it would be easier to maintain 
the IS. 4 d. rate than the is. 6d. rate. The Commission answered 
this objection by stating that as the lower rate would involve 
the expansion of currency exactly to the extent of the 
'depreciation of the rupee (as measured in terms of gold), it 
would not be possible to reduce the gold reser\^es in the event 
the countr}^' reverted to the old ratio. Tlie maintenance of the 
ratio in the event of an adverse balance of trade, they 
-explained, depended upon the abilit}’' of the currency authority 
toi contract the volume of circulation so as to bring about a 
prices sufficiently pronounced to restore the balance of 
trade ; so that if gold and gold security reserves were adequate 
to meet the demands of the exchange market just to such an 
extent as to bring about the contraction of currency to the 
desired level, it would not be more difficult for the currency 
authority to maintain tlie higher ratio. 

Again, it was argued that in the event of a fall in world 
prices the is. 6d. ratio would accentuate the fall of prices in 
India. The Commission, on the other hand, argued that a fall 
in world prices would be in evidence only in the event of gold 
production in the world not keeping pace with the demand, 
a^d even then the fall in prices would not be sudden and sharp 
but would be slow and gradual. In that case India would 
suffer in common with the rest of the world even if she 
reverted to the is 4 d^ ratio. 

The opponents of the is. 6d. ratio further contended that 
:he new rate would reduce the price of precious metals, as 
neasured in terms of rupees, which would increase the demand 
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for these metals still further, and which was not desirable from: 
the point of view of the economic development of the country. 
Against this contention the Commission put forward the 
argument that the lowering of the ratio to is. 4d. would, while 
increasing the price of gold as measured in terms pf 
rupees, also in the long run bring about a corresponding 
increase in the general price level, so that the relative value 
of gold and commodities would remain the same. From this 
the Commission drew the inevitable conclusion that the raising 
of the exchange ratio to is. 6d. would not stimulate the demand 
for precious metals, except during the period of transition 
when commodity prices adjusted themselves to the higher gold 
value of the rupee. 

The Commission further re-iuforced their arguments against 
the IS. 4d. ratio by saying that its adoption would raise prices 
by 12 % per cent, which would adversely affect the consumers 
in general and people with fixed incomes (including the 
labouring classes) in particular. They further argued that the • 
sterling expenditure of the Government of India would 
increase by about Rs. 3 crores a 3'’ear. The railway expenditu^s 
would also increase by 12 per cent., which would 
necessitate a corresponding increase in railways rates and fares. 
Furthermore, the stores purchased abroad would cost more in 
rupees. Thus, taken as a whole, governmental expenditure 
would go up, which would involve a corresponding increase in. 
eaxation if the budget was to be balanced. An unbalanced 
budget, on the other hand, would lower the credit of India 
abroad and damage her borrowing power. 

Minority’s Minutes of Dissent. In order to have an 
idea of the real value of the various assertions upon which the 
Hilton- Young Commission based its recommendation in regard 
to the IS. 6d. ratio, we might also consider the various counter 
arguments which were put forward by Sir Purushotamdas 
Thakurdas in his Minute of Dissent. He began by pointing 
out that the Government had deliberately raised the exchange 
to IS. 6d. gold by manipulating the currency. In September, 
1924, the rate had touched is. 4d. gold, but the Government 
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allowed the rupee to appreciate still further by hugging the 
IS. 6cl. sterling rate until sterling reached its gold parity. Sir 
Purushotamdas next proceeded to jiroduce facts and figures to 
disprove the Commission’s - assertion that at the is 6d ratio 
p--’ces in India had been adjusted to the world prices. 
Similarly, he disproved by means of facts and figures the 
Commission’s contention that agricultural, industrial and 
clerical wages had been adjusted to the new ratio. According 
to him, until prices and wages in the country had. been adjusted, 
the new ratio would handicap Indian manufacturers and 
producers to the extent of the appreciation of the rupee (12K’ 
per cent) and sc mahe it impossible for them to comiiete 
against their foreign rivals both in India and abroad. He 
was equall}'' resourceful in combating the Commission’s 
assertions in regard to contracts. “A change to is 6d hits the 
large bulk of the debtor class to the benefit of the creditor 
class. I cannot conceive of any valid or moral reason for a 
step calculated to give the latter an unearned increment at 
the expense of the former. In India, perhaps more than any- 
};feere else, the debtor class is the largest and the neediest. 
Throughout the course of our enquiries I have not heard of a 
single argument, which I can reasonably accept as sound, even 
ix)inting to the inevitability, to say nothing of the justifiability, 
of imposing an additional burden on a class already over- 
burdened.’”'' He thought that the adverse effects of the is. 4d. 
ratio on the finances of the Government had been grossly 
exaggerated by the Commission. The is, 4d. ratio would 
have involved an additional provision of nearly Rs. 3 crores for 
meeting sterling liabilities, but he estimated that the is 4d 
ratio would increase revenue from customs duties alone by 
Rs. 2.62 crores. Apart from that, income tax would .show 
s^hstantiall}'" larger returns owing to the avoidance of dis- 
turbances to industry associated with the fixation of the ratio 
at IS 6d. As regards the supposed sufferings of the various 
classes with fixed monej’" income as a result of rise in prices 


Sir Pursliotamdas Thakurdas in liis j\Iinute of Dissent. 



INDIAN ECONOMICS 


-2|8S 


consequent upon the adoption of the is 4d ratio, Sir 
Purushotamdas contended that as the adjustment of prices to 
the higher ratio had not yet taken place, the reversion to the 
IS 4d ratio would bring about hardships ' but to few. But even 
assuming for the sake of argument that these classes with fixeh 
money incomes would be adversely affected by the is. 4d. 
ratio, it cannot be denied that the classes actually engaged in 
production would gain. According to him “if 79 per cent, of the 
people of India subsist on agriculture, it is difi&cult to under- 
stand the concentration of my colleagues on the interests of 
the other 21 per cent, who live on the production of this 
class.” 

Advantages of the Is. 6d. ratio to Britain. Bet us now 
see the other side of the picture. Were the English as a race 
disinterested spectators in this game of ratio fixation? It is to 
be remembered that since the war most of the old customers 
of Britain had closed their doors to British goods by setting 
up high tariff walls, so that British industries were desperately 
in need of markets for their products. The door in India was 
still vide open, but even here the expansion of manufacturin'g 
activities, more particularly in the cotton industry, had greatly 
reduced the scope for the products of Bancashire. The capital 
expenditure of most of the industrial establishments in India 
having been undertaken in the days of the is 4d ratio, they 
could not be in a position to compete against their British 
ri^-als, even after prices and wages had been completely 
adjusted to the new ratio, without drastic decapitalization 
which no joint stock concern really relishes. The ratio could 
thus be relied upon to open the “open door” still wider. Then 
there are thousands of commercial, industrial, banking, 
insurance, shipping, mining, plantation and other conceri^s ■ 
which are carr3dng on business with British capital in India : 
The profits of these concerns have to be transferred to Britain ; 
and as under a higher ratio sterling would be worth a smaller 
number of rupees than under a lower ratio, a higher ratio 
(which would augment their profits as measured in terms 'of 
sterling) would alwa5'^s be welcomed with open arms by these 
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concerns. And lastly, but of the greatest importance of all, there 
is the grand arm}" of Government’s British officials whose salaries 
are fixed by statute. A higher exchange rate would suit them 
splendidl}’', for it would mean smaller expenditure in India owing 
t'^fall in the price level consequent upon higher exchange rate, 
wJiich in turn would mean larger savings in rupees. These 
larger savings would buy still larger aiiiounts of sterling owing 
to the higher exchange rate. Thus the rs 6d rate opened up 
for these officials two very fertile means of augmenting their 
savings. Obviously enough the per cent fall in prices in 
India would bring about a corresponding increase in their 
savings in rupees, while the conversion of those rupees into 
sterling would mean another bounty of i2j6 per cent. 
Possibh", rather probabh", the onward march of the rupee 
beyond is 4d gold during 1024-25 had its causes embedded in 
this circumstance. However, the increase in exports to India, 
the increase in the profits of commercial and other concerns, 
and the bount.v on the savings of Government officials would 
altogether make a difference of tens of millions of pounds to 
DriJnin. It is a pity the Hilton Yonnj:? Commission did not 


concern themselves ivitli this bj'-prodncl of the is 6d ratio. 
i^Iore like!}' than not, the}’ were inspired by it. 

Government’s action on the Commission’s Report. The 
recommendations of the Hillon-Yonnjf Commission were 
accepted by the Government of India, and three Bills 
embodying these recommendations were introduced in the 
Legislative Assembly on January 25, 1927. These were (i) the 
Currenc}’ Bill to amend the Coinage Act of 1906 and the 
Paper Currency Act of 1923, and to lay certain obligations 
upon the Government in regard to the purchase of gold and 


the sale of gold and the sale of gold exchange ; {2) the Bill to 
establish a Reserve Bank in India ; and (3) the Bill to amend 


the Imperial Bank of India Act of 1920. 


The fate of the two last-named Bills will be considered in 


connection with . the Money Market organization in the next 


chapter. At this stage it is enough to state that on account 


of various reasons the Legislative Assembly threw out the 
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Reserve Bank Bill ; so that the third bill was not proceeded 
with. The Bill to amend the coinage Act of 1906 
and the Paper CiiiTency Act of 1923, however, was passed 
b,v a narrow majority with amendments of none too 
consequential character, and the new Act came into operatioA 
from April i. 1927. 

This Act gave legal recognition to the de facto is 6d ratio 
that had been in operation since April, 1925, by providing that 
Government would purchase gold at Rs. 21-3-10 per tola in the 
form of bars containing not less than 40 tolas, and would sell 
gold or, at the option of the Government, sterling for immediate 
delivery in London at the same price after allowing for the 
cost of transport from Bombay to London subject to the proviso 
that not less than 400 ounces of gold or sterling worth that 
amount of gold were demanded. The rate of is. sl^d. was 
notified as the Government’s selling rate for sterling to meet 
these obligations. The Act also provided that sovereigns and 
half-sovereigns were to cease to be legal tender in India, but 
it imposed an obligation on the Government of India to receive 
these coins at its currency offices and treasuries at their bullion 
^alue, which worked out at Rs. 13-3-10 per sovereign. 

The Automatic Character of the New System. The 
position created by the Act of 1927 amounted to this. The 
ru]3ee and half-rupee coins and currency notes remained un- 
limited legal tender as before, while the sovereign and half- 
sovereign ceased to be legal tender, though the Government 
undertook to convert them into rupees at the rate of Rs. 13-3-10 
per sovereign. Thus the parit}’- of exchange was fixed at 

S-475I2 grains of fine gold per rupee. The Government was 
also under a statutory’ obligation to buy and sell gold at a fixed 
rate subject to certain conditions. These buying and sellir|g 
obligation of the Government in regard to gold would, at any; 
rate in theory, make the new s.vstem as automatic in its 
working as a full-fledged gold standard. In times of an 

adverse balance of account the Currenc}'' authorit}’- would have 

to sell gold or sterling in exchange for rupees and notes, so 

that the depletion of gold reserves would be followed by a 
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corresponding contraction in the volume of currency in 
circulation. This contraction of currency would react upon 
prices which in turn would react upon exports and imports, 
thus restoring the balance of account. On the other hand the 
U'.vourable balance of account would lead to the issue of fresh 
currency in India against the delivery of gold in India or 
London (representing the surplus balance). Bat it may be 
objected that as the Government of India was under no 
statutory obligation to contract and expand currency exactly 
according to the outflow and inflow of gold, the S5’^stem could 
not be automatic in its working. There was certainly no 

statutory obligation to that effect, but the fact that the 
Government was bound to buy and sell gold at a fixed rale was 
an ample safeguard against such contingencies. The main- 
tenance of the ratio itself, as in the case of the gold exchange 
standard S5'stem, would depend upon the expansion and 
contraction of currenc}’^, so that the buffing and selling of gold 
at a fixed rate could not be indulged in for long by the 
Qovernment unless these bujung and selling operations were 
/loiJowed by the expansion and contraction of currency more 
or less to the corresponding extent. 

Currency and Exchange during 1927 - 31 . The behaviour 
of exchange from 1927 onwards and the adoption of some 
extreme measures by the currency authority to maintain the 
IS 6d ratio show that the allegation that price level in the 
country had not been adjusted to the new ratio was not 
altogether without foundation. The excliMige showed signs of 
weakness in the early months of 1927, and the Government 
tried to arrest this tendencj’- by declining to lend funds to the 
Imperial Bank of India against trade bills at tho stipulated rate 
being content with this the Government 
actually contracted currency. But the exchange continued to 
be markedly weak during the next four )’’ears notwithstanding 
the fact that the rate of interest at which Government was 
prepared to issue emergency currency to the Imperial Bank of 
India was increased to 8 per cent., and currency was contracted 
in a drastic manner. In all, apart from silver currency for 
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which no data are available, “the net contraction of note 
currenc.v during the quinquennium (1926-27 to 1930-31) was no 
less than Rs. 102.5 crores.”"'' 

IV.— The re-adoption of the vSterung Exchange , 

Standard. * 

The Currency Crisis of 1931 and linking of the 
Rupee to Sterling. The difHculties of the Government 
during the later }’ears were due in part to fall in prices and 
trade dejjression, so that not unnaturall}'- the confusion grew 
worse confounded as the depression manifested itself with 
greater intensit}’. It was not long before the exchange touched 
the lower gold point, and to prevent the rupee from breaking 
awa.v from its moorings altogether the Government had to 
sell more than 10 million sterling in the months of August and 
September, 1931. Everything .pointed to the conclusion 
that a first class currenc}' crisis was imminent; but apparently 
the Government was not yet out of luck’s way. On 
.September 21, Britain went off the Gold Standard, and the 
ensuing events in India helped, or rather were designed tb 
help, the Government to retrieve its fortunes. When sterling’ 
was no more con^’ertible into gold, there were just three 
possible alternatives for the Government of India in regard to 
its currency iiolicy. Firsily it could try to maintain the 
so-called gold bullion standard regardless of the fate of 
sterling. This would have involved the maintenance of the 
value of the rupee at is 6d, which the Government had been 
able to do but with the greatest difficulty during the four 
preceding years, and which it would have found all the more 
difficult, if not impossible, to do in the future in \dew of the 
fact that exports were declining fast and the gold assets 
invested in sterling and sterling securities were no mope 
realizable in gold. Besides, as the gold value of sterling was 
liable to fluctuate from time to time, the maintenance of the 
gold value of the rupee at a fixed level would have made the 
already uncertain budgeter}'- position more uncertain. Secondly^ 


See L. C. Jain : Monetary Problems of India, P. 38. 
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India could have also gone off the gold standard, i.e., the 
ritpe’e would no longer be convertible into gold for internal or 
external purpose and would be left to find its own exchange 
Aevel. This course would have involved fluctuations not only in 
/rhe rupee-sterling exchange but also in the rate of exchange in 
general with all its adverse effects on trade and uncertainties 
in the budgetery position of the Govei'nment. The third 
alternative was to link the rupee with sterling at a fixed rate. 
Under this arrangement the rupee would be exposed to 
fluctuations in value in sympathy with sterling without 
any regard of the conditions affecting the rate of exchange 
in India itself. , But on the other hand it u^ould stabilize 
exchange in relation to currencies of the sterling block 
and to put trade with those countries (which is more 
than half the total external trade of India) on a more certain 
basis, though exchange with other countries would be liable 
to fluctuate. However, if the rupee-sterling ratio was to be 
maintained at is 6d., which was clearly in Britain’s interests 
which the Government was determined to maintain at all 
/^cdst, the linking of the rupee to sterling was the only alter- 
native open to the Government. 

Accordingly, on September 21, 1931, the Government of 
India promulgated a ^Currency Ordinance, which suspended Sec- 
tion 5 of the Currency Act of 1927 and relieved the Government 
from the obligation of selling gold or sterling ' Vhen demanded 
at rates therein fixed.’” As the Government was no longer 
under a statutory obligation to buy or sell gold or sterling at 
IS. 6d., it meant the divorce of the rupee from gold as well as 
sterling, i,e., the abandonment of the rupee to find its own 
level. This decision would have been welcomed in India as it 
^.^"ould have rendered reversion to the old is. 4d. ratio possible, 

■ had not the Secretary of State made on the same day a 
different statement, which in effect announced his deter- 
mination to maintain the is. 6d. ratio ‘^in India’s interests,” 
— which could be done only by linking the rupee to 
sterling. ^The policy enunciated by the Secretary of State 
being diametrically opposed to the provisions of the Currency 
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Ordinance of September 21, an atmosphere of acute uncertainty 
was created in the exchange market. In order to save the 
banks from this embarrassing position, the Government 
promptly declared the three following days as holidays under^ 
the Negotiable Instruments Act. On September 24, the. 
Ordinance of September 21 was repealed and a new Gold and 
Sterling Regulation Ordinance was issued. 

The new Ordinance in effect introduced the sterling 
exchange standard by linking the rupee to sterling at is 6d. 
But the sales of sterling were restricted only to recognized 
banks for trade purposes through the Bombay and Calcutta 
branches of the Imperial Bank of India. These restrictions 
were imposed with the object of preventing speculation in 
exchange and flight of funds from India. 

Merits of Linking the Rupee to Sterling. It may be 
pointed out at the outset that the most enthusiastic advocates 
of linking the rupee to sterling at is 6d are to be found almost 
exclusively among our Government and its henchmen. In 
support of this arrangement they contended, and, as we have,- 
already explained, with considerable justification, that by 
linking the rupee to sterling instead of allowing it to find its 
own exchange level, its value has been stabilized at least in 
terms of sterling and currencies of the sterling block, which is 
a great advantage in view of the fact that nearly half of India’s 
foreign trade is carried on with Britain and various countries 
whose currencies are linked with sterling. Again they point 
to the obvious advantage, to u-hich we have already referred, 
that the Government of India have to remit to Britain nearN 
32 million sterling annually, so that the pegging of the ruiiee 
to sterling eliminated uncertaint}’’ in Government of India’s 
budgetry position, which would have certainly ciept in ha^ 
the rupee-sterling ratio been subject to fluctuations — as might 
well have happened had the rupee been allowed to establish its 
own value in relation to foreign currencies. As to the argu- 
ment of their opponents that the attempt to maintain the rupee, 
at IS. 6d. sterling would lead to the depletion of thg none too 
plentiful gold reserves of the countr}’’, the}’’ argued that no 
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such danger existed in view of restrictions on the sale of 
sterling.' And lastly they pointed out that the linking of the 
rupee to sterling (and thus depreciating it artificially to the 
extent sterling was depreciated) would give an impetus to 
Exports from India to the gold standard countries. 

Arguments against the Linking of the Rupee to Sterling^ 
The opposition to the linking of the rupee to sterling was not 
confined to any particular class or group, but was country 
wide. The various bodies representing commerce, industry 
and agriculture condemned the new arrangement unanimously 
and in no uncertain terms; but in vain. That the Government 
expected a universal opposition in the country to the new system 
is shown by the fact that the system was introduced by the 
executive Avithout consulting the Legislature. The opponents 
of the new S5'^stem hit the nail on the head Avhen they pointed 
out that the rupee had been linked Avith sterling in Britain’s 
interests, because the new arrangement AA^ould result in 
preference to imports from Britain as against goods from the 
A^rious gold standard countries — the countries that happened 
'io be better markets for India’s products than Britain had ever 
been or Avas ever likely to be. The friends of the new system had 
not the colour to explain aAvay these serious allegations. On the 
other hand, as Ave have seen, the charge that the neAV system 
would lead to the depletion of India’s gold reserves Avas met to 
a certain extent by the spokesmen of the Government. But 
again, the charge that by anchoring the rupee to sterling the 
gold A^alue of the former Avould fluctuate exactly according 
to fluctuations in the gold Amlue of the latter regardless of its 
own intrinsic value with all its adverse effects on .trade, 
especially if sterling continued to depreciate still further, re- 
nj^aius unanswered to the present day. Luckily, lioAveA^er, for 
the country, fluctuations in the Amlue of sterling have not been 
very violent, and India has not suffered all the Aucious con- 
sequences of anchoring her currency to the depreciating 
currency of a foreign country. 

Consequences of the New System. There can be no doubt 
that the linking of the rupee to sterling would have been 
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disastrous to India had the latter continued its downward 
course in relation to gold. But as the value of sterling has 
not fluctuated veiy violently, we should have no hesitation in 
sa.ving that on the whole the linking of the rupee to sterling 
has been a lesser evil than the allowing of the rupee to'fihd 
its own level would have been. Trade statistics show that 
Britain has gained in consequence of the new sj^stem ; but 
then it must be conceded that she has gained at the expense 
of other countries and not India. 

But the most important consequence of linking the rupee 
to a depreciated sterling was the exports of gold from India 
on an enormous scale consequent upon rise in its price. The 
price of gold in India went up by over 30 per cent, within a few 
weeks after the new system came into operation ; and as there- 
was widespread misery in the country consequent upon trade 
depression, the people availed themselves of this opportunity 
of selling their hoards of gold at a profit. Thus the exports 
of gold from India began. As time went on, further 'falls 
were registered (though by slow degrees) in the gold value 
of sterling, with the result that the price of gold in India went 
up corresponding!}'. This rise in the price of gold gave further 
impetus to exports of gold. Up to Febmar}’^ 15, 1935, more 
than C20 crores worth of gold had left the country. And 
still there are no signs of its declining. 

Tile remaining consequences of the linking of the rupee 
to sterling may be discussed in connection ivith gold exports. 
\\"e have seen that the Government of India has to remit 
annually nearh' ;^32 million sterling to Britain, and that these 
payments are normally made with the balance of exports over 
imports. Now since 1930, the favourable balance of trade has 
dwindled down to insignificant proportions. How are lemittancos 
to be effected in these circumstances ? It is to a large extent the 
exports of gold that have made these remittances possible. 
Again, these gold exports made it possible for the Government 
to pay off India’s sterling debt of ,-^15 millions which had 
fallen due. In these circumstances it would have been 
impossible for the Government to maintain the is. 6d. ratio. 
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to which it has been so tenaciously clinging, without the 
assistance of this exported gold — unless, of course, it had gone 
to the length of supporting the exchange by means of loans 
abroad. Again, gold exports have helped more than anything 
e.V-i to sustain the purchasing power of India and to maintain 
imports. Thus the policy of helping British trade and industry 
by manipulating India’s currenc}’- system found its consumma- 
tion in, and was' assisted by, exports of gold from India. And 
finally, as these exports of gold have sustained imports into 
India, they have been to no mean extent responsible for 
balancing the budget of the Government of India during the 
past three years — seeing that nearly 6o per cent, of the ordinary 
revenues of the Indian Government (not including those from 
railways which are credited to the railway interest charge and 
other accounts) are accounted for by customs duties. 


Proposal regarding Purchase of Gold by Government 

It has often been suggested that, instead of allowing the 
exports of gold in such large quantities, the Government should 
h‘a\'e purchased the metal and so enabled the Reserve Bank to 
ji'ta'it operation with adequate supplies of gold and at the same 
time prevented the gold from leaving the country. The 
Government has defended its attitude in this matter by retort- 
ing that “the currency authority should not acquire gold at 
a higher price than that fixed by statute, and that any purchase 
in contravention of this rule would amount to an unwarranted 
speculation in gold.”* How far this excuse is valid and to 
what extent this policy of non-intervention is inspired by some 
ulterior motives is shown by the fact that both the Bank of 
England and the United States Treasury have been purchas- 
ing gold in large quantities since the two countries went off 
tire gold standard, while the Government of India would not 
soil their hands with gold that was going a begging. And 
all this is supposed to be in India’s interests. The fact is 
that the Government is determined to maintain the is. 6d. 


* Indian Finance year Book, 1932, P. 43 quoted by b. C. Jain in 
the Monetary Problems of India, P. 52. 
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ratio even if it has to smash the economic life of the country 
to pieces in the process. If the Government had purchased 
a substantial part of the gold now leaving the country, it 
ivould have added to the purchasing power of the people in 
'exactly the same manner as the exports of gold have done. The 
■balance of trade would also have been affected in the' same 
manner. The adverse balance of account would have to be 
covered by exports of gold' by Government. On the other 
hand refusal to part with gold would have made it impossible 
for the Government to maintain the is. 6d. ratio, which was 
the last thing the Government was prepared to countenance. 
At any rale, even after exporting gold with a view to support- 
ing the exchange, some quantities of the metal "would have 
been saved for the country, ivhich would have been better 
than not saving anything at all. 

V. PitPER Currency. 

The Paper Currency Act of 1861 . Before 1861 the 
Presidency Banks of Bengal, Bombay and Madras enjoyed the 
right of note issue, and this right was conferred upon th6m 
by the Acts of 1S39, 1S40 and 18/^3 respectively. But communi- 
cations being undeveloped and difficult in those days, the circu- 
lation of notes was confined practically to the tliree Presidency 
towns, and moreover, they were not legal tender in other parts 
of the country. The issue of notes by the three Presidency Banks 
was limited to Rs. 5 crores by statute. The Paper Currency Act 
of 1861 took away the right of note-issue from all private banks 
and made the issue of paper currency a monopoly. of the 
Government of India. The various provisions of this' Act in 
regard to note issue and reserves were based on the principles 
underlying the English Bank Charter Act of 1844* Notes of 
various denominations were to be issued by the GovernmSht 
through a newl}'" created Paper Currency Department. The 
Act divided the country into three circles for purposes of note 
issue, viz., Calcutta, Bombay and Madras, „ but later-' on 
Cawnpore, Lahore, Karachi and Rangoon were added to the 
list. Notes of the denomination of rupees 10, 50, 100, 500, 
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1,000, and 10,000 were to be issued without limit at all 
Currency Offices against rupees and gold. These notes were 
to be unlimited legal tender within their circle of issue and 
could be presented for encashment only at the head office of 
tl je circle to which they belonged. Following the principles 
underlying the English Bank Charter Act, the Indian Paper 
Currency Act of 1861 fixed the fiduciar}’- issue, or the amount 
of paper currency issued against securities, at Rs. 4 crores, thus 
making it obligatory upon the Government to provide a 
hundred per cent, cover in coin and bullion against notes 


issued in excess of this fiduciary limit. These restrictions on 
the fiduciary issue were the outcome of over-cautiousness of 
the Secretary of State about ensuring the convertibility of 
notes. 

Main Defects of the System. By limiting the fiduciary 
issue to Rs. 4 crores, the Paper Currency Act of 1861 made the 
system thoroughly inelastic and unprofitable. As the Govern- 
ment had to provide a full metallic cover for the entire amount 
oilpaper currency issued over and above the four crore limit, 
if could not expand currency in busy seasons when the require- 


ments of trade in the matter of currency would be greater 
than at other times. In other countries where the hanking 
and. cheque systems are highly developed, these seasonal 
demands for currency are met partly by the issue of extra 
paper currency and partly by the expansion of credit, and 
sometimes, as in England, by the latter alone. In India the 
banking system being still far from adequately developed and 
payments by means of cheques being very uncommon, the 
expansion of credit could not have helped trade to any great 
extent during the busy Reasons. Thus the issue of paper currency 
cQuld not have satisfied its first fundamental object. Nor was the 
issue of paper currency conducive to economy, for the issuing 
authority did not gain anything worth reckining in the process. 
Moreover, the restrictions with regard to the encashment of notes 
within the circle of issue and the limitation of the areas within 
which the notes were legal tender robbed the paper currency 
of all chances of gaining popularity at a rapid pace. In these 
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circumstances it is not to be wondered at that even during tbe 
closing years of the nineteenth centurj'- note circulation in 
India amounted to only about Rs. 30 crores. 

Changes in the System ; 1861 — 19 14 But in spite of the 

fact that the paiier currency system as established by the A^ct 
of 1861 was inelastic, uneconomical, inconvenient and unpro- 
gressive, it underwent few changes of any great consequence 
during the last forty years of the nineteenth century. In order 
to keep pace with the gradual increase in note, circulation the 
fiduciary portion was no doubt gradually ' increased from 
Rs. 4 crores in 1861 to Rs. 14 crores in 1911 ] but this increase in 
fiduciary portion was far behind the increase in note circulation. 
In 1862 securities formed nearly 40 per cent, of the paper 
currency reserve, but by 1913 the proportion had steadily fallen 
to only 20 per cent. As regards the removal of restrictions on 
the circulation and encashment of notes, nothing was done till 
1903. In that year the five-rupee note was made universal 
legal tender. In 1910 ten and fifty-rupee notes and in the 

t- 

following year hundred-rupee notes were universalized.' Bbr 
the convenience of public, facilities for the encashment of 
notes were provided at Government treasuries and the Presi- 
dency Banks and their branches ; but these institutions were 
under no legal obligation to undertake the encashment of notes. 

Some elasticity in the paper currency system was also acci- 
dentally introduced as a result of drifting towards the gold 
exchange standard. We have seen that in consequence of the 
closing of mints to the free coinage of silver in 1893 the face 
value of the rupee was gradually divorced from its intrinsic 
value. By 1S98 the exchange or face value of the rupee had 
gone up to IS. 4d., while it contained only about lod. worth 
of silver, "but under the terms of the law governing the Indian 
Paper Currency system, it continued to be a legitimate form 
of the Indian Currency Reserve. A ten-rupee note could thus 
be issued by buying silver worth even less than six rupees, arid 
keeping the latter in the Paper Currency Reserve as the neces- 
sary metallic basis under the law. The system thus acquired 
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Ihroiigli inadvertauce a certain degree of elasticity and economy 
owing to a change in the character of the rupee/*'^' 

The closing of the mints to the free coinage of silver in 

i8q3 vdth the objects of linking the rupee to sterling at a fixed 

A . 

5 'o-c'io rendered it desirable to introduce some changes in the 
paper currency reserve. Up till 1893 the entire metallic resen'^e 
consisted of sih^er coin and bullion, but in that year the 
Goveimment obtained statutor}^ power to issue notes to an 
unlimited extent against gold coin and bullion. In 1S9S the 
Government for the first time began to keep in I,ondon a part 
of the gold belonging to the paper currenc}'’ reserve. It was a 
temporarj^ arrangement to begin with, but the Acts IX of 1902 
and III of 1905 made it permanent by providing that the 
Government could hold the reserve in rupees (which were to 
be kept in India only) and in gold coin, bullion or securities 
in India or London. During the initial stages this transference 
of a part of the reserve to London was effected with a view to 
providing funds for the purchase of silver for minting rupees 
(i;^to which notes Avere convertible) ; but later on this reserve 
was used for supporting the exchange when it showed signs of 
weakness. Immediately after the possibilities of using these 
reserves for supporting weak exchange were realized, the Gov- 
ernment began to multiply this portion of the paper currency 
reserve as fast as possible. Thus outwardly these reserves were 
maintained in order to ensure the convertibilitj’- of notes, but in 
reality they Avere regarded only as a part of the gold standard 
reseiwe and were used as such. 

Paper Currency during the War. The unsuitability of 
the prevailing paper currency system to Indian conditions Avas 
clearly perceived by the Chamberlain Commission, and in order 
t^. remove the various defects they suggested some far-reaching 
changes in the system, the most important of them being in 
connection Avith the provision of extra facilities for the encash- 
ment of notes and the introduction of elasticity into the system. 


* See H. L. Cliablani : Indian Currency, Banhing and Exchange, 
p. 22. 
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The detailed discussion of these recommendations, however, 
need not detain us here, as they were never acted upon on 
account of the intervention of war. 

The abnormal conditions arising out of the war, to which 
we have already refei'red in the preceding pages, necessitated 
changes of far-reaching ■ importance in the p^er currency 
system of India. It may be pointed out at the outset that all 
these changes had their origin in the inability of the Govern- v' 
ment to liquidate the heavy favourable balance of account by 
minting fresh rupees owing to the inavailability of silver for 
that purpose. When an adequate supply of rupees was not 
forthcoming, the Government began to meet its cuirency obliga- 
tions by issuing paper currency which was backed not by 
rupees or gold but by securities. The legal limit of the fidu- 
ciaiy issue, which was fixed at Rs. 14 crores before the war, was 
raised as many as nine times between 191S 
touched the 120 crore limit in amount Rs. 20 crores 

could be invested in Government of India securities. Some 
idea of the magnitude and importance of this change may be 
had from the fact that while on March 31, i 9 T 4 securities formed 
only 21.10 per cent of the paper currency reserve, by March 31, 
igig the proportion had gone up to 64 -6 per cent. In its 
anxietj" to economise the use of silver the Government went a 
step further and issued Rs. 2-8 and Re. i notes in December 
1917 and January 1918 respectively. As the Government rvas 
meeting the demand for currency in the country mainly by 
issuing notes of various denominations, the circulation^of_n.otes 
(gross) increased from nearl3'' Rs. 66 crores on March 31, 19^4 
nearly Rs. crores in March 31, 1919- When at the latter 

date the metallic reserve was allowed to come down to the 
dangerously low level of 3,5^ per cent, of the gross note os- 
culation, the Government could obviously meet its obligations 
only to that extent and no more, if notes were presented in large 
amounts for encashment. The Government tried to guard itself 
against this eventuality by withdrawing in 1916 the facilities 
for the encashment of notes at . the district treasuries ; 
but in spite of these precautions the danger was averted but 
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onty partly, for the .Government was still legally bound to pay 
rupees for notes at the various currency offices. How dangerous 
and reckless the policy of the Government was, became apparent 
vAien, as a result of the news of successful German offensive 
g’); the Western front in April 1918. there occurred a run on 
the Currency office in Bombay, which compelled the Govern- 
ment to adopt such extreme measures as the prohibition of the 
booking of specie by rail and steamer and the limiting of the 
daily issues of rupees to individual tenderers. Indeed, India’s 
paper currency had become Inconvertible in all but name ; and 
this inconvertibility would have inevitabl}^ received legal recog- 
nition had it not been for the timely purchase of 200 million J 
ounces of silver from the United States Government. 

Recommendations of the Babington Smith Committee 
regarding Paper Currency. It is evident that as a result 
of war the paper currency system of India had undergone some 
radical changes. These changes were, among other things, 
examined in 1919 by the Babington Smith Committee who made 
s4'me recommendations that were calculated to remove all the 
various defects from which the paper currency system of the 
country suffered before and during the war. Firstly as regards 
reserves they recommended that the statutory minimum for the 
metallic portion of the reseiwe should be fixed at 40 per cent 
of the gross circulation and that the fiduciary portion of the 
reserve should consist of not more than 20 crores of Government 
of India securities, the balance to be held in securities issued 
by other Governments within the British Empire of which not 
more than 10 crores should have more than one year’s maturity. 
But the existing permissive maximum of 120 crores was to be 
retained for a limited period. Further, as the exchange value 
the rupee was to be fixed at 2s. they recommended that the 
sterling investments and the gold in the paper currency reserve 
should be re-valued at this rate. Secondly, in order to meet 
the seasonal demand for currency they recommended that 
provision should -be made for the issue of notes up to Rs. 5 crores 
over and above the normal fiduciary issue as a loan to the 
Presidency banks on the security of export bills of exchange. 
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Thirdl}’-, as regards the location of metallic reserves, the}’- 
recommended that all silver and gold in the paper currency v 
reserve should be held in India, except for transitory purposes. 
And lastlv thev recommended that while the Government should 
retain the option of redeeming its notes in full legal tendfe 
gold or silver coin, it should restore as soon as possible all the 
]n'e-war facilities for the encashment of notes. 

Government’s action on the Report. The recommenda- 
tions of the Babington vSmith Committee vrere, Avith slight 
changes, incorpoi'ated firsth^ in the Paper Act of 1920 and 
finally in the consolidating Act of 1923. The Act of 1920 fixed 
the minimum of the metallic portion of the reserve at 50 per 
cent, (instead of 40 per cent, recommended by the Committee) 
of the gross circulation. It further provided for the revaluation 
of gold bullion and sterling securities at 2S. to the rupee. 
Again, the maximum amount to be held in Government of 
India securities was fixed at Rs. 20 crores, and of this not more 
than ]Rs. 12 crores were to consist of created securities. 'The 
remainder of the invested portion was to be held in British .secu- 
rities maturing ivithin 12 months. It was provided that not more 
than £$ million in gold bullion ivas to be held by the Secre- 
tary of State. And lasth’- the Act authorised the Governor 
General in Council to issue notes up to five crores in imlue to 
the Imperial Bank of India against trade bills discounted by 
the bank and maturing within 90 days of the date of issue. 
This issue of notes against trade bills ivas to be reckoned as a 
loan to the Imperial Bank on which the bank was to pay to 
the Government interest at the rate of 8 per cent., and as such 
tlie issue of notes under this head was not to be subject to the 
provision regarding the holding of 50 per cent, metallic reserve 
against ]iaper cuirency in circulation. .W 

The re-valuation of gold bullion and sterling securities at 
the new rate (2s to the rupee) rendered the adoption of certain 
transitor3’- measures necessar3’'. It Avill be noticed that this 
revaluation would automatically reduce, as measured in terihs 
of rupees, the value of gold bullion and sterling securities by 
one-third. Before, therefore, the 50 per cent, metallic ratio 
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required by the Act of 1920 could be adopted, it would be 
necessary to fill the gap caused by the re-valuation of gold 
bullion and sterling securities held in the paper currency reserve. 
Thus it, became necessary to make some temporary provisions 
.';'-?iih a view to filling up the gap. To be concise it was provided 
that the gap should be filled up by the so-called ad hoc securities 
to be issued by the Government of India, and that these created 
■securities should be 'gradually replaced by sterling securities 
until the statutory limit of 12 crores regarding the holding of 
such created securities -in the paper currency reserve was 
realized. But as adequate funds for the purchase of sterling 
securities were not available, it was prordded that interest 
accruing from the invested portion of the paper currenc}^ reserve, 
profits from the coinage of rupees, interest on the gold standard 
reserve when the latter exceeded £i\o million, and interest on 
trade bills deposited by Imperial Bank of India with the 
Controller of Currency for the issue of additional paper 
currency should be utilized for reducing the amount of created 
S'gcurities held in the paper currencj’- reserve to 12 crores. The 
, invested portion of the reserve was, however, fixed at Rs. 85 
crores for the time being. But these provisions were never carried 
out ; ”the income from Paper Currency Securities has been 
appropriated to general revenues on one pretext or another ; 
so also the interest on the securities in the Gold Standard 
Reserve except during the years 1921-22 and 1922-23.”* 

By 1923-24 it became obvious that the provisions for the 
expansion of currency to meet the demands of trade in busy 
seasons were far from adequate. The Act was consequently 
amended in 1923-24 raising the maximum limit from 5 to 12 
crores. It was further provided that loans against trade bills 
S^^onld be made available to the Imperial Bank immediately 
the bank rate went up to 6 per cent., and the minimum rate 
of interest chargeable on these loans was fixed at 6 per cent 
for the first 4 crores, 7 per cent for the second 4 crores and 


® See H. I/. Chablani : Indian Currency, Banking and Exchange, 
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S per cent for the third 4 crores. But, on account of trade 
revival, so great was the demand for currency during the busy 
season of 1923-24 that in September, 1924 the Government of 
India announced its willingness to advance 4 crores when the' 
bank rate stood at 6 per cent., and 8 crores when the rate v^en't 
up to 7 per cent. The Act was, further amended in 1925 and 
the limit of security holdings in the paper currency reserve was 
increased from 85 to 100 crores. But the adoption of this 
more liberal limit was to be subject to the condition that the 
holding of created securities in the reserve should not amount 
to more than 50 crores. 

Recommendations of the Hilton -Young Commission^ 

The paper currency s3’’stem as established b}'' the Acts of 1920 
and 1923 was examined by the Hilton-Young Commission in 
1926, who, in order to put the system on a more scientific basis, 
suggested modifications of a revolutionary character. The 
Commission recommended that the Government should cease 
to be a note-issuing authoritj’’, and should delegate this func- 
tion to a Reserve Bank, thus bringing about the unification Of 
currencj’- and credit control. Thej’- further recommended that, 
instead of the fixed fiduciarj’- issue sj^stem, a proportional 
reservm s^’^stem should be adopted so as to make the note issue 
still more elastic. In keeping with the requirements of 
the gold bullion standard recommended by the Commission, 
notes were to be convertible by law not into rupees but into 
gold bars in quantities of not less than the specified minimum 
of 400 ounces. Against its notes the Reserve Bank was to 
keep in reserve gold and gold securities which were not to be 
less than 40 per cent, of the total note issue plus 50 crores on, 
account of outstanding rupees subject to a possible reduction 
with the consent of the Governor General in Council on pay- 
ment of a tax. The Reserve Bank was to be under no statutory 
obligation in regard to the conversion of notes into rupees, 
though it was to^ be legally bound to give gold bars in exchange 
for them (provided the above-mentioned conditions were 
satisfied), and to convert all' notes, except one-rupee notes, into 
notes of smaller denominations or silver rupees at its option. 
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This provision in regard to the payment of rupees for notes 
was calculated to render the currency system of India immune 
from the disintegrating influences of a possible rise in the 
pitice of' silver. The Commission also recommended the reintro- 
-aliCtion of one-rupee notes which, like notes of other denomina- 
tions, were not to be convertible into rupees. 

While the Commission recommended that gold and gold 
securities should hot form less than 40 per cent of the paper 
'currency reserve, they suggested that the Reserve Bank should 
try to increase this ratio to 50 cent. Again, with 

regard to gold holding they recommend that it should be 
brought up to 20 per cent, of the reserve as soon as possible, 
and to 25 per cent, within 10 years. At least half of this gold 
was to be held in India. On the other hand the silver holding 
was’ to be reduced from 85 crores to 25 crores within 10 years. 
The remainder of the reserve was to be held in rupee securities 
of the Gk>vernment of India and in trade bills. The rupee 
securities however, were not to be more than 25 P^r cent, of 
i'fiB-reserve, or Rs. 50 crores, whichever was less. 

Government ’s action on the Report. The recommenda- 
tions of the Commission were accepted by the Government and 
incorporated into two Bills, which were introduced in the 
Legislative Assembly early in 1927. The provisions of tire 
first Bill (which became Act V of 1927) have already been 
discussed in a preceding paragraph. • However, as a result of 
this Act gold and gold securities held in the paper currency 
reserve were revalued at the new exchange rate of is. 6d. 
(instead of 2S.) to the rupee. In consequence of this re-valua- 
tion at a lower rate the holding of gold and sterling securities 
registered an increase of Rs. 930 lakhs in value. This amount 
was utilized for cancelling Treasury Bills of equivalent value. 

But the recommendations of the Commission in regard to 
the establishment of the Reserve Bank and the transfer of the 
function of note issue to the Bank were incorporated in the 
second Bill. This Bill never became an Act of the Legislature 
on account of differences of opinion over the constitution of the 
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proposed Reserve Bank. Thus the note issue remained a func- 
tion of the Government. 

The New Reserve Bank of India Act. Nothing was 
done in the direction of the transference of currency control, 
till 1931 when the Federal Structure Sub-Committee of the First- 
Round Table Conference recommended that, with a view to 
ensuring confidence in the management of Indian credit and 
currenc}’^, efforts should be made to establish on sure foundations 
and free from any political influence, as early as may be found 
possible, a Reserve Jlank which will be entrusted with the 
management of currency and exchange. Then came the 
Financial Safeguards Committee of the Third Round Table 
Conference, which made the establishment of federation in 
India dependent upon the establislinient of a Reserve Bank. 
The upshot of this manoeuvering was that the Reserve Bank 
of India Act was passed in March 1934- The constitution and 
functions of the projected Reserve Bank will be discussed in 
detail in connection with Banking and Money Market in the 
next chapter. At this stage, however, it may be mentioned _th^^ 
when the bank begins to function in April, 19353 the manage- 
ment of paper currenc}’’ and reserves was handed over to it by 
the Government. Thus the unification of currency and credit 
control has at last been realized. 

Note Circulation and the Composition of the Paper 
Currency Reserve, A glance at Table A will show that the 
character of the paper currency reserve has undergone vast 
changes since the war. To begin with, it will be noticed that 
note circulation has increased by nearly 200 per cent, since 
1914. On March 31, 1914 gross circulation amounted to 
66,12 lakhs, and by the end of January, 1920 it had 
gradually reached the 185,15 lakhs level. From that time 
onward each month registered some decline, till Septembei , 
1920, when the gross circulation amounted to 157,^3 lakhs. 
Once again there was an upward movement until the 
circulation had steadied in the neighbourhood of 175, o'o 
lakhs during the last quarter of 1921. In 1923 it began to move 
upward again, and by the end of the j^ear it once again steadied 
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itself in tlie neiglibourliood of 185,00 lakhs. With slight 
seasonal fluctuations it remained at that level until the begin- 
ning of trade depression in 1930. The decline began in the 
month of March of that year, and each month registered a 
decline till September 1931 when circulation had sunk to, the 
level of 148,74 lakhs. With the abandonment of the gold 
bullion standard in September 1931 began the expansion of 
paper currency ; almost every month showed a slight increase, 
and on January 15, 1935 the circulation stood in the neighbour- 
hood of 184,00 lakhs. 

As regard reserves, it will be noticed that while in March 
1914 there was 31, 59 lakhs worth of gold against 66,12 lakhs 
note circulation and in addition to that there were 400 lakhs 
in sterling securities, in March 1933 gold reserves amounted 
to only 25,99 lakhs against 1,76,90 lakhs circulation. It was a 
legacy of war-time currency bungle from which the Government 
had made no serious effort to extricate itself. Up till 1929 
varying amounts were invested in sterling securities ; but by 
the end of 1930 the Secretary of State had eaten up all those 
securities, because owing to exchange weakness no other means 
could be found of remitting funds to enable him to meet the 
Home Charges. By January 15, 1935, however, sterling 

securities to the value of 13,24 lakhs had again been accumulated 
in the paper currency reserve. At the same time gold bullion 
reserves had been increased to 4^>55 lakhs, obwously with a 
view to enabling the Reserve Bank to start operations with 
adequate gold reserves. This increase has taken place nt the 
expense of silver coin whose holding since March, i 933 i^ad 
decreased in more or less the same proportion as the holding 
of gold has increased during the same period. 

Paper Currency and Reserves under the Reserve BaiV|. 
The control of currency and credit was taken over by the 
Reserve Bank of India in April, 1935. It will be noticed that 
the Bank started operations with a much smaller amount of 
gold and steiding securities holdings than the minimuni 
prescribed by the Hilton-Young Commission. The Reserve 
Bank, however, has improved its position in regard to its 
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l^oldings very considerably during tlie past eighteen- months. 
As shown in the table above, the gross circulation on 
September ii, 1936, amounted to Rs. 2,02,44 lakhs. Against 
this the Bank held gold worth Rs. 41,55 lakhs in India and 
IJls. 2,87 abroad, the latter amount indicating the net increase 
in gold holding since January 15, 1935. Sterling securities also 
increased from Rs. 14,24 to Rs. 67,32 during this period. Silver- 
coin and Rupee securities, on the other hand registered a 
substantial decline : the former from Rs. So,6o lakhs to 
Rs. 67,31 lakhs, and the latter from Rs. 33.63 lakhs to Rs. 23,39. 
■Obviously, in increasing its gold and sterling securities reserves 
at the expense of silver coin and rupee securities the Reserve 
Bank has been closely following the recommendations of the 
‘Hilton-Young Commission. As gold reserves now form nearl}’- 
22 per cent, of note circulation, and moreover, as gold and 
sterling securities together provide over 55 per cent, cover to 
the note issue, the Resen’-e Bank has already very nearly 
achieved the ideal prescribed bj'' the Hilton- Young Commission 
i|i, regard to the composition of the reserve. 

^ VI. The Future of the Rupee. 


The Problem of the Standard. It is interesting to 
• speculate on the probable changes in the form and substance of 
the rupee in the future. As far as changes in the form or the 
outer garb of the rupee are concerned, it is well to remember 
that at the present time tire rupee is nothing more and nothing 
less than a silver note convertible into sterling at a certain fixed 
rate. Therefore, as far as form is concerned, the rupee can 
undergo two varieties of changes : it may become a full value 
coin, or it may be printed on a cheaper material than silver. 

■ It may be given the dignity of a full-value coin while 
retaining its present appearance (silver standard), or it may 

' be translated into a gold coin (gold standard) . Without the 
: remonetization of silver in one form or another in other 
countries, the adoption of the silver or even a double standard 

■ in India is not feasible on the grounds which have been 
-discussed threadbear by various Currency Commissions. On 
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the Other hand, in the event of the rehabilitation of silver in 
oilier countries (which is a very remote possibility), the rupee 
will become a full value coin both under bimetallic and 
monometallic silver standards. But even if the rest of the 
world retunis to gold, the translation of the rupee from a silver 
into a gold coin would never be a practical proposition. The 
days of such monetary crudities as a gold standard with gold 
coin in circulation are now over, so that, like other countries, 
India must be content with a gold bullion standard— though not 
a gold exchange standard disguised as gold bullion standard, 
such as India had in force till September, 1931. The conclusion, 
in these circumstances, is that the possibilities of the rupee 
becoming a full value coin are extremely remote, and its 
translation into a gold coin would be an impossibility under 
prevailing conditions. But it would be equally difficult to 
deprive the rupee of its silver and to dress it up in paper on 
account of the fact that the illiterate and poor masses in India 
would never have any faith in the paper rupee. From this it 
follows that the form of the rupee must remain what it is at the 
present time. . - •, 

The Problem of the Ratio, But its substance may change 
in the future. At the present time the value of the rupee has 
been fixed by statute at is. 6 d. sterling which may mean any- 
thing in terms of gold. If, and when, Britain returns to the 
gold standard, India would automatically do the same. As far 
as alterations in the sterling or gold value of the rupee are 
concerned, we may say that they are out of the question. The 
government has taken good cai'e to see that, regardless of the 
economic requirements of the country, the ratio is not altered 
at any time in the future ; and it has tried to perpetuate this 
ratio by providing (under the financial safeguards) in the 
Government of India Act (193S) itself that the revision of tlie 
ratio or monetary policy will require the prior consent of the 
Governor General in Council, or in other words of the British 
Government. But it may be argued that during the past five 
years India has been meeting for foreign obligations mainly by 
exporting gold, and that when these exports of gold (which are 
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already declining fast) cease, tlie maintenance of the ratio will 
become an impossibilit3’- — if in the meanwliile the former excess 
of exports over imports is not re-established. There is a good 
deal of truth in this argument ; but there it must not be for- 
gi ;ten that the Reserve Bank has Rs. 112 crores in gold and 
sterling securities at its disposal, and as the Reserv^e Bank of 
India Act makes it incumbent upon the Bank to maintain the 
IS. 6 d. ratio, the government in its desperation is likely to 
require of the Bank to put all its resen^es to the last farthing 
in defence of the ratio, even though India may be ruined in 
the process. And there is no doubt that, unless the trade 
depression starts all over again, the currencj'’ resciwes of 
Rs. II 2 crores combined mth the resources of the London 
money market (which can be harnessed by raising loans) will 
always be adequate to save the ratio from a fall if the Govern- 
ment is determined to follow that course. In view of this 
stranglehold it is not possible to expect any change in the value 
of the rupee in the near future, no matter what the requirements 
of^the country ma}^ be. 



CHAPTER XIX. 


PRICE MOVEMENTS. 

Movement towards Price Uniformity. In times gone by, 
when modern transport facilities, which render the transportation 
of heavy goods quickly and at a cheap rale possible, were not 
available, prices differed from place to place according to local 
conditions of demand and supply, so that there were no such 
things as national prices, far less world prices, of commodities 
in those days. But conditions have changed with the introduc- 
tion and development of mechanized land and sea transport. 
Even heavy and comparatively less valuable goods can be trans- 
uorted quickl}’ over long distances at a low cost, so that the 
movement of bulky and less valuable goods is no longer 
confined to the neighbourhood of localities where they are 
produced : these goods have now an international market, so 
that their prices in various parts of a country— indeed the whole 
^vorld— are brought in close contact. 

Prom what we have said above it follows that, subject to 
differences consequent upon transport charges, prices in India 
attained a comparatively uniform level, and were drawn into the 
orliit of world prices, only after various parts of the Indian conti- 
nent were linked up by means of railways. But it will be seen that 
even this relative uniformity of prices has been confined to onl.v 
those parts of the country which have been directly or indirectly 
influenced by the construction of railways, and that this arp 
of relativel}^ uniform prices has extended with the extension of 
railways and the development of roads. Even today, after more 
than three quarters of a century of railway development, 
prices in certain parts of the country (which are too far removed 
from the existing railway lines) are normally of a customary 
character, and are influenced by local rather than world condi- 



PRICE JIOVEMENTS 


515 


tions. However, the price movements which we have to study- 
in this Chapter refer to that area of the country where a relative 
uniformity of prices had been attained, or ivhere prices had been 
brought under the influence of world prices. Needless to add, 
iVni area has been gradually expanding since the construction 
of railway's first began, and now it covers a greater part of 
the country. 

Price Movements during the Pre-war Period. Official 
index numbers of Indian prices have been compiled from the 
. year 1861, and tlieir study reveals a remarkable series of changes 
in the ever expanding zone of uniform prices in India— changes 
that were due both to internal and external causes. To begin 
with, the years 1S61-66 comprised a period during which general 
(unweighted) index numbers of 39 selected articles recorded an 
increase of nearly 20 per cent. This rise in prices was 
directly attributable to tlie American Civil War. As a 
result of the cutting off of the supplies of cotton from 
tl^e United States owing to the war, the price of cotton 
sl^ot up to unheard of levels; exports of the fibre from India 
increased enormously in consequence; large quantities of specie 
began to arrive in the country in pa3unent for these exports ; 
a greater part of the imported silver was converted into rupees 
(mints being open to the free coinage of silver), which found 
their way into circulation and pushed up prices. A reaction 
set in during the latter part of the year 1866 when prices began 
to show a downward trend. The years 1876 and 1879 were 
famine years during which the price of foodstuffs naturally 
showed an upward tendency; but except during these two 
j'-ears, the period 1866-83 showed a continuous fall in prices. 
This fall in prices, more particularly during the latter half of 
tl^^e period under consideration, was more in sympathy with the 
fart in Western countries than a consequence of internal causes : 
during this period a number of European countries had adopted 
tlie gold standard, which naturally resulted in the lowering of 
gold prices, especially as these changes coincided with a falling 
off in the production of the metal. Meanwhile, the production 
of silver had increased since Ihe middle of the ‘seventies ; but 
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far from rising the silver .prices had actually declined owing to 
the relatively greater expansion of trade. But the supply of 
silver' overtook the demand for it in the year 18S3 ; and 
in 18S5 the suppl}’’ of silver being greater than the demands of 
trade in countries with the silver standard, silver prices began 
to move in the upward direction. This upward tendency con- 
tinued right up to the year ' 1893 when mints in India were 
closed to the free coinage of silver. The most remarkable fact 
about the 5'’ears 1883-93 is that while rupee prices in India were 
rising rapidl}^ those in the various gold standard countries were 
still on the decline — as during the period 1S75-83. With the 
closing of the mints to the free coinage of rupees in 1S93 the 
upward tendency of prices in India was not only arrested, but 
actually a downward trend set in. In 1892 the index number 
of rupee prices stood at 103 ; in the following it came down 
to 102, and in 1894 (the base j^ear) it touched the 100 level. 
The index number moved one point upward in 1895 owing to 
slight setback in agricultural production, but in the following 
year it stood at 106 owing to famine conditions, and shot up to 
1 21 in 1S97 owing to the persistence and greater intensity o^ 
famine over a wide area. With the restoration of conditions 
approaching the normal, the index number subsided to the level 
of ro6 in 189S and of 104 m the following year. We have seen 
that bj^ i8qS the rupee-sterling ratio had come down is. 4d. 
and that in 1900 the Government of India was forced to resume 
the coinage of rupees on a large scale on its own account. Thus 
from the year 1900 with the inauguration of a new currency 
policy began the era of rising prices in India, which continued 
right up to 1920 ; and this rise in prices was more marked and 
persistent from the year 1905 onward. But this rise in prices 
was not peculiar to India : it was also noticeable in various gold 
standard countries, though to a lesser extent. The following 
table'-' show changes in price level in India during the years 
1S90 — 1912. 

* Prices Enquiry Report, b}' K. h. Datta, p. 29. 
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Year 

Rupee 

Prices 

Gold prices 

Y'ear 

Rupee 

Prices 

1 

1 Gold prices 

i 

t^Sgo 

97 

113 

1902 

III 

! 1x5 


98 

106 

1903 

107 

III 

1S92 

103 

100 

1904 

106 

no 

1S93 

102 

96 

1905 

I16 

1 120 

1S94 

100 

85 

1906 

129 

134 

1S95 

101 

89 

1907 

^33 

, I3S 

1S96''' 

106 

99 

1 90S 1 

143 

147 

1897- 

I2I 

120 

1909 

133 

138 

1S98 

106 

109 

1910 

132 

137 

1S99 

104 

108 

1911 

134 

1 

139 

1900''* 

122 

126 1 

1912 

141 

t 147 

1901 

II6 

120 j 





Causes of the Pre-war Rise in Prices : the Datta Com- 
mittee s Diagnosis. The rapid and continuous rise in prices 
during the pre-war years became the subject of much criticism 
in India, and there was a widespread demand for an investigation 
icko its causes and effects. The opponents of the Government, like 
tlie late Mr. Gokliale, attributed this rise to the currency policy 
of the Government. It was contended that the expansion of 
currency .(at the rate of nearly 17 crores a year during 1902-07) 
under the Gold Exchange Standard S3’^stem was the root cause 
of this rise ; that under the new sj'stem the currency had ceased 
to be automatic in character, contracting and expanding accord- 
ing to the requirements of trade ; that in the absence of melting 
and hoarding, everj’- rupee issued by the Government remained 
in activ^e circulation regardless of the actual requirements of 
trade in the matter of currency. ' 

, The Government, on the other hand, contended that as 
?.?>clitions to the rupee circulation took place onlj’' against Council 
Bills, the expansion of rupee circulation represented a legitimate 
trade demand, so that the existence of redundant currency in 
circulation was out of the question. The Government further 


Indicate famine years. 
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contended that although the volume of business had increased 
by over 120 per cent, during the years 1890-1910, the volume 
of currency in circulation had increased by only about 60 per 
cent, during this period. , 

These contentions of the Government were endorsed by tile 
Prices Enquiry Committee which was set up in 1910 under the 
chairmanship of Mr.' K. E. Dutta. The Report of the Committee 
was published in 1914, and its investigations covered the period 
1890-1912. According to this Committee the rise in prices 
during the pre-war period in India was due to (i) factors 
peculiar to India, and (2) factor influencing the general level of 
prices all over the world. 

Among the factors peculiar to India, the Committee took 
into account (a) increase in the demand for agricultural products 
in India and abroad without a corresponding increase in supply ; 
(b) deficienc}’’ of rainfall in India in 1891-92, 1897, 1899 
1907-0S ; (c) the substitution of commercial crops for food crops ; 
(f?) changes in the relative value of agricultural products in 
consequence of changes in the standard of living of all classes ;in 
the country ; (c) the development of communications and conse- 
quent decrease in the cost of transport between various parts of 
India and between India and foreign countries, which brought 
price in India in closer touch with prices abroad ; and (/) tlie 
development of banking and the consequent expansion of credit. 

The world factors which, in the opinion of the Committee, 
were responsible for bringing about an upward tendency in 
prices in India, were (a) increase in the output of gold, (b) the 
.expansion of credit, (c) increase in the demand for staple com- 
modities and shortage of their supplies in the world’s markets, 
and (d) frequent wars in various parts of the world accompanied 
by a rapid increase in the size of military and naval forces 'in 
western countries which diverted capital and labour froni pro- 
ductive into unproductive channels. All these factors 
contributed in varying degrees towards raising prices abroad ; 
and as the rupee had been linked up with gold through sterling, 
the changes in the price level abroad were reflected in India also. 
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Examination of the Datta Committee’s Contentions 

There is no doubt that gold prices in foreign countries had gone 
up as a result of the various causes noted above ; but the 
ortestion arises : whj' had prices risen to a greater extent in 
-T^;dia than in other countries? The Resolution of the Govern- 
ment of India on the Committee’s report challenged the validity 
of the data on which its conclusions in regard to the shortage 
of food production in India as compared with the demand for 
it were based. It pointed out, inter alia, that the area under 
culti\^ation had expanded to a greater extent than the popula- 
tion of the countrj’- had increased, and that "the cultivated area 
at the close of the period under review included irrigated land 
to a considerably greater extent than at the outset", so that 
"the consequent improvement of outturn and increased certainty 
of securing it must have more than counterbalanced an}’’ slight 
defect in area as compared with population, if indeed any such 
defect had existed."* The Committee’s contentious regarding 
the effects of the substitution of commercial crops for food crops 
c|o not carry much weight in view of the Committee’s admission 
/that the total area which the former had occupied at the expense 
of food crops was so small that the substitution could not have 
materially affected the price level. Even if commercial crops 
had displaced food crops, this change should have caused an 
increase in the price of food grains relatively to the price of 
commercial crops, and not a general rise in prices in the country. 

Mr. Datta’s contention that the rise in prices was partly 
due to change in the style of living of all classes of society, and 
that the demand for food, clothing, housing etc., had greatly 
increased as a result of these changes is also open to objection. 
This increase in demand for commodities in general must have 
^rought about an increase in production, and this by itself 
/'tmaccompanied by an increase in the volume of currency should 
have brought about a fall instead of a rise in prices.! 

* Quoted by H. h. Chablani. Studies in Indian Currency and 
Exchange, p. 58. 

f Cf. H. h. Chablani : Studies in Indian Currency and Exchange, 

p. 61. 
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As regards the effects of the development of credit, it must 
be conceded that during the period covered by Mr. Datta’s 
enquiry there had been a considerable growth of credit in India ; 
but even then the volume of credit transactions was extremely 
small, almost negligible, as compared with the total volume of 
cash transactions in the country. In these circumstances the 
growth of credit could not have matereially affected the general 
price level. 

The Datta Committee rejected the suggestion that the rise 
in prices had been brought about by the expansion of currency 
b}’’ maintaining that there had been a far greater increase in the 
\’olume of business than in the volume of currency during the 
period covered by their inquiry. The Committee were led to 
this conclusion by relying upon faulty data and by adopting 
wrong methods of calculation and procedure. Firstly, in form- 
ing an idea of the increase in the volume of currency in. 
circulation they somehow completely forgot to include the 
circulation of sovereigns and small coins in their estimates. 
Secondly, in calculating the changes in the volume of business' 
the}’- took the value of goods into consideration instead of their'' 
quantitJ^ When the basis of the Datta Committee’s calcula- 
tions is corrected, the volume of currency at once increases 
while that of goods diminishes, and a reciprocity of movements 
in the volume of currency on the one hand and the general price 
level on the other is established. During the period 1899 — 
1913 there was an increase of 98.8 per cent, in currency 
circulation, there was a rise of 58.4 per cent, in the prices, and 
the volume of goods had increased by 42.6 per cent. These 
figures prove conclusive!}’’ that there was a direct connection 
between the expansion of currency and the rise in prices. 

Prices During the War. With the outbreak of the Greatr^ 
War, the tendency of the prices to rise became more pronounced, 
and this rise in prices continued right up to the year 1920. 
But, as shown in the following table, the rise in prices was 
much smaller in India than in various other important countries.. 
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Index numbers of wholesale prices in some importa^it countries 
iduring the year igjs-20. 


■ 


U. K. 

1 

U.S.A. 

France 

1 

Japan 

Canada 

1913 

1 

j 

! 

100 

100 

100 ■ 

TOO 

100 

1914 

100 

100 

98 

102 

96 

102 

1915 

IT2 

127 

lOI 

140 

97 

no 

1916 

128 

160 

127 

18S 

117 

132 

1917 

145 

206 

177 

262 

149 

179 

1918 

H 

CO 

226 


339 

196 

199 

1919 

196 

i 242 


356 

236 

209 

1920 

201 

295 


509 

259 

244 


Jk The following table shows the rise in the price of some 
important commodities during the period 1913-20. The year 
1913 has been taken as the base year. 


X 


Commodity. 

Rice 

Wheat 

Barley 

Gram 

Sugar 

Cotton 

Tobacco 


Index number 
(1920). 

152 
174 

156 

20S 
284 

134 

189 


The great rise in prices abroad during the war is explained 
liy falling off in production in various belligerent countries on 
the one hand and the enormous inflation of credit and currency 
in those countries o the other. Naturally there was a rise in 


■•' Calcutta wholesale price index numbers with July 1914=100. 
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the price of articles imported from these countries into India. 
On the other hand the war also stimulated the demand for 
Indian products in the various belligerent countries with the 
result that there was a sharp rise in their price, and this rise 
was naturally shared b}’' various commodities which were nbt 
exported. This rise in prices was stimulated by the monetary 
policy of the Government of India during the war. We have 
seen that from 1915 onwards the balance of trade was strongly 
in favour of India. This favourable' balance would have 
normally been liquidated partly by the imports of specie. 
But as during the war, owing to restrictions on the movements 
of gold and silver in foreign countries, the imports of specie 
had decreased to the vanishing point, the Government had no 
alternative but to try to pay off the favourable trade balance 
by issuing fresh currenc}’-, especially notes. This inflation of 
paper currency was also resorted to by the Government for 
meeting its war-time expenditure to a certain extent. This 
naturally led to the inflation of currenc}’- on an extensive scale. 
Then there was the expansion of credit, which was helped by 
the issue of war loans, financed as they were largely by 
created bank deposits. This expansion of currency and credit 
during the war period and the years immediately follomng 
the war rendered a sharp rise in prices inevitable, which other- 
wise would never have been so pronounced. 

But even as it was, there was a much greater rise in 
prices in foreign countries than in India. This was, in a nut- 
shell due to the fact that trade, both internal and external, 
during the war was subject to governmental control and restric- 
tions so that the system of fjee exchange of commodities had 
completely broken down. And when trade was subject to 
control and restrictions, and when, moreover, transport charges 
were abnormally high, there could be no uniformity of 
international prices. But even without these restrictions there 
would have been a considerable disparity in the price levels on 
account of the fact that currency in India had not been inflated 
to the same extent as in various foreign countries. 
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I 

Effects of Pre-War Rise in Prices. A rise or fall in 
prices affects different sections of the cominunit}'’ differently. 
As far as the country as a whole is concerned, the effects of rise 
and fall in prices must be studied ivith direct reference to 
^Jrjce movements in other countries. We have seen that 
between 1893 and 1913 there was a general rise in prices all 
over the world, but that this upward movement of prices was 
more pronounced in India than in other countries. Rising 
prices stimulate production and trade, so that India as a whole 
must have benefited accordingly. The country also gained in 
foreign trade as a result of this relatively greater rise in prices 
in that it could import foreign manufactures (the rate of 
exchange being the same) at a smaller real cost. And, lastly, 
as a debtor countr}’’, India could meet her foreign obligations 
b}’^ exporting a smaller volume of merchandise. 

We may now study the effect of this rise in prices on 
various sections of the community. Let us take the agriculiurist 
and land-owning classes first. The rents being fixed in 
tt^rnis of monej’’, their pa3Tnent would mean less cost to the 
/3-ot in terms of produce, so that he will have more surplus 
at his disposal. Similarly he could discharge his obligations to 
his creditors at a less real cost. And finally, there being a 
smaller rise in the price of foreign manufactured goods, their 
purchase involved less cost in terms of his own produce. The 
tenant gained to a lesser extent when rents were payable in 
produce onl}'- ; but he gained just the same in his transactions 
with the moneylender and in his purchases of imported articles. 
The land-aioning classes on the other hand, who received more 
or less fixed monej’’ rents, suffered as a result of rise in prices 
because of fall in the purchasing power of money. Similarly, 
tt^is rise in prices adversely affected the salaried classes who 
had fixed money incomes. As regards the labouring classes, 
for purposes of the present study we may divide it into three 
sections : rural labourers, urban labourers, and factory labourers. 
To take the rural labourers first, such statistics as are available 
for various parts of the country tend to show that the money 
wages of this class moved up faster than prices before the war. 
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and the same is true of urban labourers. In these circum- 
stances far from being affected adversely by the rise in prices 
they actually improved their position during this period of 
rising prices. In the case of imban (unskilled) labourers the 
money wages kept pace with the rise in prices, though the rise 
in real wages was not so pronounced as in the case of rural 
labourers. In the case of factor}'- labour also we notice the 
same tendency during the pre-war period. 

Effects of Rise in Prices During the War Period. \Ye 
have seen that prices in India had just doubled during the 
years 1914 — 1920, and that during this period other countries 
had experienced a greater rise in prices. So long as the rate 
of exchange was maintained at is. 4d., India had to export 
larger quantities of her own produce to pay for imports from 
foreign countries. With the appreciation of the inipee in terms 
of foreign currencies, however, the adverse effects of smaller 
rise in prices were neutralized. The effects of rise in prices 
during this period on various sections of the community were 
more or less the same as during the pre-war period, except pi 
the case of factory labour whose wages did not go up exactly 
according to the rise in prices, and which consequently led to a 
series of prolonged strikes with all their adverse effects on 
production. 

Period of Falling Prices : 1921 - 29 . In 1921 prices all 

over the world began to show a downward trend, and this fall 
in prices was also experienced in India. As this fall in prices, 
was of a uniform character all over the world, the position in 
-connection with India’s foreign trade and payments arising out 
of her foreign indebtedness remained the same as before the 
beginning of the slump — except, of course, in so far as it was 
affected bv fluctuation in the rate of exchange. The effects of 
this fall in prices were quite the reverse of the rise in prices 
during the preceding period. 

Prices During the Trade Depression Period. The fall in 
prices which had been slow and of a uniform character in"' all 
countries became suddenly more pronounced and erratic with 
the advent of the trade depression in 1930. Prices suddenly 
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came down with a crash all over the world ; but this fall was 
much heav}’- in the case of India as compared with other 
countries. As shown in the following table, prices in India 
b'^lween March 1930 and March 1935 fell by nearly 40 per cent. 

against only 16 per cent, in the United Kingdom, 12 per 
cent, in the United States, 22 per cent, in Canada, 12.5 per 
cent, in Australia, 6.5 per cent, in Japan, and 40 per cent, in 
France. Thus the prices in India and France have declined 
to the same extent, notwithstanding the fact that the rupee 
has depreciated to the extent of nearly 40 per cent, in 
terms of franc wliich is still on the gold basis. This fact alone 
apart from others, shows that the catastrophic fall in Indian 
prices is due to the manipulation of currenc}’’ and exchange by 
the Government of India. While governments in other coun- 
tries have so manipulated their currencies as to prevent a fall 
in prices as far as possible (without much caring for the effects 
of this polic}’’ on exchange) the Government of India has 
followed the reverse course. 


Index numbers of wholesale prices in some important 
Countries of the World. 



India, 

Calcutta July, 
1914==100). 

U. K., 

Board of Trade 
(1930== 100). 

U. S. A. 

(1926=100). 

Canada, 

(1926=100). 

- Australia, 
(1911 = 100). 

Japan, 

(October, 

1900=100). 

France, 

(1913=100). 

IMarch i 
1930 ! 


104.3 i 

1 

90.2 

91.9 

164.7 

. 195.9 

558 

1931 


89.2 

76.0 

1 

75.1 

145.6 

158.3 

539 

1932 

/ 

94 

87.7 

66.0 

69.1 

143.8 

158.5 

444 

J1933 

82 

82.7 

60.2 

• 64.4 

133.3 

177.4 

390 

1934 

88 

88.2 

73.7 

72.0 

145.9 

176.9 

394 

‘ 1935 

. S7 

86.9 

79.3 

1 

1 

72.0 

: 144.3 

183.5 

335 


Consequences of Fall in Prices. In considering the con- 
sequences of fall in prices during recent years we have to 
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remember the facts that prices in India have fallen more heavily 
than elsewhere, and that while the gold price of manufactured 
goods has fallen by nearly 45 per cent., that of agricultural 
products has fallen by nearly 55 per cent. The price of agri- 
cultural products being lower in India than in various coni-' 
peting countries, the Indian producers find it unprofitable to 
export their produce, with the consequence that the export 
trade of the country has suffered in competition with other 
countries in the international market. Again, as tliere has 
been a heavier fall in the price of agricultural produce, India 
obtains manufactured goods from abroad at a higher real cost. 
And lastly, India's foreign obligations being fixed in terms 
of sterling, they can be met only by exporting larger quan- 
tities of merchandise, which again mean heavier real cost to 
the country. Thus the country as a whole has been irn- 
poverished in consequence of heavy fall in the price of agri- 
cultural products. 

The various sections of the community have been affected 
differently by the fall in prices. The rents being fixed in 
terms of money, the cultivator finds a much greater part Jf. 
his produce taken awa)’’ b}’’ the landlord ; and as the price 
of agricultural produce has fallen by nearly 55 per cent., the 
distress in rural areas has been acute and widespread. Nor has 
the land-owner gained in consequence of fall in prices. He 
must leave something with the cultivator to enable him to live 
somehow, and, land revenue being fixed, a greater part (in 
some areas the entire amount and something over and above) 
of what he realizes from the ryot is claimed by the Government. 
The condition of even the cultivators who cultivate their own 
land, though slightly better, is far from happy : for they must 
pay the land revenue and patt with a greater part of their, 
produce in order to buy manufactured articles. We have seek 
in a previous chapter that.all these classes are heavily in debt : 
in discharging their obligation to the moneylender, therefore, 

they have to make' heavier sacrifices. 

Wages of labour (both rural and urban), on the otlier hand, 
have not fallen to the same extent as prices have declined 
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since 1929, so that the wage-earning classes as a whole have 
im]-)roved their condition. But, on the other hand, unemplo}^- 
inent among these, classes (except labour in organized industries) 
has increased in consequence of trade depression. People with 
— -cl incomes (such as salaried classes) have also gained for the 
simple reason that the purchasing power of their incomes has 
enormoushv increased as a result of fall in prices. On the 
Whole, however, the fall in prices has had disastrous conse- 
quences for India. 



CHAPTER XX. 


BANKING AND CREDIT ORGANIZATION. 

Scope of the Subject. The two most important func- 
tions of banldng institutions arc, to put it in non -technical 
language, the collection of funds from those quarters where they 
are 'not needed and the granting of loans to those who are 
engaged in production and distribution with a view to enabling 
them to carry on their activities more smoothly and 
efficiently. In these circumstances the lending capacity of the 
banks, or the extent to which productive and distributive 
activities can be helped b}’’ the banks, would to a very large 
extent depend upon the magnitude of the deposits which they 
can attract. \Yq shall thus have to study the organization of 
banking in India, the adequacy of that organization to 
mobilize the capital resources of the country and the extent fto 
which it can help in financing the internal and external tra^e 
of the country, as well as agriculture and cottage and organized 
industries. Further, the capital requirements of the Govern- 
ment, which is the largest borrower in the country, will have 
to be taken into account and the possibility of meeting them 
from various sources will have to be studied. We shall first 
study the evolution and organization of banking in India. 

The Indigenous Bankers. In studying the evolution of 
banking in India we find that the banking profession is as old as 
Indian commerce itself. There is plenty of evidence to show 
that bankers, who carried on some of the main functions of 
modern banks, flourished in India in the pre-Christian era. In 
spite of the political turmoils through which India passed, thhy 
continued to flourish all through the centuries ; and even now, 
in spite of the development , of banking on modern lines, they 
occup.v a commanding position in the country’s economic and 
credit organization. They are responsible to a preponderating 
extent for financing agriculture, handicrafts and the internal 
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trade of the countrj’- : in fact it would be hardly an exaggera- 
tion to say that they are responsible for meeting more than So 
per cent, of the credit requirements of the country. 

The Central Banking Enquir3>- Committee divided these in- 
d4''-enous financiers into two main classes, viz., monej’-'lenders 
anci bankers. According to them a money-lender is an individual 
or a. family partnership engaged in making loans but not usually 
receiving deposits or dealing in hundis, i.e. internal bills of ex- 
change. A banker, on the other hand, is defined as an indi- 
vidual or a private firm which in addition to making loans 
receives deposits or deals in hundis. The money-lender 
class is found in almost every village and town, and, as a rule 
individuals and families engaged in this profession also carry 
on ordinary trading activities. In spite of the development of 
co-operating credit institutions during the past thirty years, the 
mones'^-lender is still the main source of credit to the agricul- 
turist and artisan in the village and to the small trader, labourer 
and artisan in the town. Some idea of the extent of the monej’’- 
lender’s activities may be had from the fact that the indebted- 
nf^5 of agricultural classes alone in India is estimated to 
amount to about Rs. 1,000 crores, almost all of which (in the 
absence of much contact with indigenous bankers proper and 
modern banking institutjons as well as the negligible extent of 
co-operative activity) must have been contributed by the money- 
lender. However, these village and town mone5'^-lenders 
generally operate with their own capital ; but sometimes they 
establish business connections with shroffs or indigenous bankers 
with a view to seeking accommodation in times of emergency. 
They charge unusually high rates of interest— anything 
between 12 per cent, and 300 per cent. — ^which suggests that 
the financial facilities available for productive purposes are 
veT^' unsatisfactory. 

The shroff, or the banker proper of indigenous type, is an 
indispensable part of the Indian banking system. It is he who 
finances small-scale production and distribution. In the 
field of production he supplies credit to the agriculturist and 
the more well-to-do artisan, while on the distributive side he is 
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mainh^ responsible for the movement of crops from the local 
markets to the cities and to the ports for exjiort purposes as well 
as for the distribution of imported and locall}'^ manufactured 
goods from the various centres of trade to the entire country- 
side. Unlike the money-lender, he does not operate entirely 
with his own capital, for he receives deposits and, moreover,' 
discounts his bills or hundis with the Imperial Bank of India 
and other modern banks. The shroffs on the Approved List of 
the Reserve Bank of India will now be in a position to avail 
themselves of discounting and rediscounting facilities offered 
by the Central Banking institution in the country. These 
shroffs often discount the hundis of smaller indigenous bankers 
who in turn finance the money-lender ; and it is in these circum- 
stances that the shroffs are said to be the connecting link 
betw^een the modern organized banking institutions and the in- 
digenous banking system, and thus bringing about a sort of 
unity in the credit organization of the country. 

But banking is not the only occupation of all the shroffs 
in India : most of them are also engaged in various kinds of 
trading operations, so that they often invest the deposits receiv/.d 
by them in their own business w'hich, from the point of view "or 
sound banking principles, is a very hazardous arrangement. 
These activities as well as the fact that they are able to charge 
fairl}’- high rates on loan and discount ser\'ices explain wdiy they 
are in a position to pay heavier rates of interest on deposits than 
the various organized banking institutions. As has been pointed 
out above, the smaller shroffs seek accommodation from the 
bigger shroffs who approach the joint stock banks and the 
Imperial Bank (and those on the approved list will now approach 
the Reserve Bank) for the purpose, so that the small shroff 
naturally charges a higher discount rate than the bigger shroff, 
and the latter’s rate is higher than the bank rate, the difference 
in each case constituting the profits of the weaker party. It 
may be mentioned here that each modern organized bank in 
the country has its own approved list of indigenous bankei'S 
whom it offers discounting and other facilities. In the face of 
these restrictions the number of indigenous bankers who are 
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dependent for accommodation on more powerful bankers of 
their own class is much larger than that of the bankers who 
can fall back directly upon organized banking institutions. 
And this is one of the weakest links in the chain of Indian 
ci-tedit organization, for the absence of direct connection with 
"the primary or secondary source of credit makes “retail” 
■credit dearer for a majority of borrowers, and dear money 
retards the progress of industry, agriculture and trade. And 
here we might repeat that the indigenous banker is the main 
source of credit to by far a large majority of producers and 
distributors in India. 

Early European-managed Banking Institutions and the 
Presidency Banks. Up till about the beginning of the 
nineteenth century there were no modern organized banks in 
India. The Agency Houses of Calcutta were the bankers to 
the European Community as a whole in Bengal ; but although 
they carried on their business on more or less up-to-date lines, 
they were in reality mere replicas of indigenous bankers of 
the present day inasmuch as the}’- had other activities besides 
l^mking to occupy their attention. However most of these 
Houses collapsed during the crisis of 1S30 — 32 in consequence 
of their being engaged in speculative transactions. 

During the early years of the nineteenth century dis- 
satisfaction with the agency houses and the growth of trade 
led to the establishment of a few Joint Stock banks, but all 
of them disappeared before the middle of the nineteenth 
century. In the meantime, in the absence of a reliable banking 
institution in the country, the Government itself began to 
experience certain difficulties. The outcome of all this was 
that in 1806 the Bank of Bengal was established by a charter 
of the East India Company with a capital of Rs. 50 lakhs. 
Git which Rs. 10 lakhs was ' contributed by the Company’s 
Government. The success of the Bank of Bengal led to the 
•establishment of the Bank of Bombay in T840 with a Capital 
of Rs. 52 lakhs and of the Bank of Madras in 1843 with 
Rs. 30 lakhs capital, the Government contributing Rs. 3 lakhs 
in each case. The Bank of Bombay, however, failed in 1868, 
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and a second bank with Rs, i crore capital was established 
a few months later in its place. 

Government’s relations with the Presidency Banks. It 
will be noticed that the Presidency Banks had been established 
hy special charters and that a part of their capital had been 
contributed by the Government. It may also be recalled that 
up to the year 1862 these Banks enjoyed the right of note 
issue. To these facts we may now add that for a long time 
these lianks were the only important credit institutions in the 
countiy — indeed they were designed to serve as model institu- 
tions with a view to encouraging the development of banking 
on sound lines in India. IMoreover, they were bankers to the 
Government in that they were responsible for keeping its cash 
balances. In these circumstances some sort of Government 
control over the affairs of the Banks was necessary, at any rate 
so long as they remained in charge of Government s cash 
balances and the Government held a part of their stock. This 
control the Government exercised by nominating some directors 
and by appointing its own men as Secretaries and Treasurer^ 
These arrangements remained in force till 1876 when the 
Presidency Banks Act was passed. By this Act the Govern- 
ment withdrew the whole of its contribution to the capital of 
the Banks and relinquished its right to nominate directors and 
to appoint Secretaries and Treasurers. But as these Banks 
were still allowed to keep and use Government balances to a 
certain extent as well as to manage Government’s floating 
debt, and moreover because they still occupied a pivotal posi- 
tion in the Indian banking system, the Government, in order 
to safeguard its own interests as well as those of the general 
public, retained the fight to audit their accounts, to call for 
information on various banking matters, and to require of 
them to publish weekly statements of their accounts. At tlfb 
same time the Banks no longer enjoyed the full and unres- 
tricted use of the cash balances of the Government. In 1876 
the Government had experienced some difficulty in realizing 
its balances from the Banks. The result was that in that 
year Reserve Treasuries were established in the Presidency 
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towns for keeping its balances excepting small amounts which 
■were under certain conditions to be left with the Banks. 
As quite a substantial part of Government’s revenues was 
collected during the busy season when the movement of crops 
place and therefore when the demand for money in the 
money market touched the peak, the locking up of large 
.amounts of money (the proceeds of taxation) in Government 
Treasuries under the new arrangement naturallj’- brought about 
great stringency in the money market. In response to popular 
demand- some slight concessions were later on offered in the 
shape of lending funds on interest to the Presidency Banks. 
The Heserve Treasury system, however, was not abolished till 
1921 when, with the formation of the Imperial Bank of India, 
the Government again undertook to keep all its balances with 
the new Bank instead of with the Central Reserve Treasuries. 

Restrictions on the business of Presidency Banks. 
Apart from indirect Government control the Presidency Banks 
suffered from certain restrictions on their activities. They 
A^ere permitted to carry on without restriction only certain 
/lands of banking business such as the receiving of deposits, 
advancing money against accepted internal bills and dealing in 
gold and silver bullion. But they were not permitted to 
transact foreign exchange business and to borrow or receive 
deposits payable out of India. Moreover, they could not lend 
for more than six months, or upon mortgage, or on the security 
of immovable property, or upon promissory notes bearing less 
than two independent names, or upon goods unless the docu- 
ments of title to them were deposited as security. The foreign 
exchange business was prohibited avowedly with the intention 
of preventing the Banks from embarking upon a business of 
SDeculative character ; but seeing that dealing in silver is always 
a' more hazardous occupation than dealing in foreign exchange, 
there seems to be a good deal of truth in the contention that 
this restriction was imposed in the interests of foreign exchange 
banks ivhich have always had a monopoly of exchange business. 
There could be no justification for restrictions against borrowing 
from abroad except the necessity of keeping the rate of exchange 
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Steady ; but it was done regardless of the interests of Indian 
trade and commerce which suffered considerably in consequence 
of dear money. 

The Imperial Bank of India, The three Presidency 
Banks were quite independent of each other, and, moreover, 
had hardly any established relations with the Indian Joint Stock 
and foreign Exchange banks which had gradually developed in 
the country since about tlie middle of the nineteenth century. 
There was thus no central credit institution in India, and this 
deficiency, as will be shown in the following pages, produced 
some grave complications and difficulties in the fields of cur- 
rency, foreign exchange and credit stability. The need for a 
central banking institution was realized about a century ago- 
and the problem was examined by numerous authorities includ- 
ing the Fowler Committee and the Chamberlain Commission. 
But considering the importance of the position the Presidency 
Banks ahead}’- enjoyed in the credit organization of the country, 
it was found difficult to exclude them altogether from the 
schemes of central banking organization. It was in this at- 
mosphere that the Government decided to establish a central 
credit institution, which was done by the passing of the 
Imperial Bank of India Act in September, .1920. 

This Act contained pro-\fisions in regard to the establish- 
ment, constitution and working of the Imperial Bank of India, 
which, according to the Act, was formed by the amalgamation 
of the three Presidency Banks. The capital of the three 
Presidency Banks amounted to Rs. 3.75 crores, • and an addi-, 
tional capital of Rs. 7.50 crores in shares of Rs. 500 each was 
authorised, of which Rs. 125 has already been called up. Thus 
the Imperial Bank of India started operations vdth a capital 
of Rs. 11.25 crores, of which Rs. 5.62 crores was paid up. The 
Reserve fund of the Bank stands at Rs. 5.35 crores at the present 
time, and on December 31, 1934 the Government balances 
stood at Rs. 6,72,19,792 and other deposits amounted to 
Rs. 74,27,94,823, while against these liabilities the Bank held 
Rs. 18,97,37,908 in cash. 
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Constitution and Functions of the Imperial Bank. The 

constitution and functions of the Imperial Bank were defined 
the* Act of 1920. The control of the Bank rested in the 
. Ipnds of a Central Board and the Local Boards at Calcutta, 
A-omba3^ and Madras. The Central Board consisted of 
(a) jManaging Governors who were to be not more than two 
in number and who w^re to be appointed b}’^ the Governor 
General in Council, (b) the Presidents, Vice-Presidents and 
Secretaries of the three Local Boards, (c) the Controller of 
Currencx", and (d) not more than four non-ofiicials appointed 
b}^ the Governor General in Council. The Local Boards were 
concerned more or less with routine work, while the Central 
Board was responsible for the Bank’s polic}^, for fixing the Bank 
Rate, for the weeklj’’ publication of accounts and for control 
over Local Boards. The Governor General in Council either 
directly or indirectl^^ through the Controller of Currency could 
issue instructions and direct the polic}'' of the Bank in matters 
affecting the safet^^ of Government balances or its general 

; '"nancial polic}^. 

The Imperial Bank of India Act of 1920 clearl}^ defined the 
functions of the new Bank, which was done more or less on the 
same lines as in the case of the Presidency Banks. The Bank 
was allowed to transact all ordinary banking business such as 
receixdng deposits and lending (against certain specified secu- 
rities) in India, drawing, accepting, discounting and selling 
bills of exchange pa^mble in India and Ceylon, investing in 
securities of the British and Indian Governments and in certain 
Eailwa}^, District Board, Port Trust and Municipal Bonds. The 
Bank was allowed to open a branch in London, and this branch 
could raise funds in England on the security of the Bank’s 
<^ssets but was not allowed to open cash credit accounts or to 
receive deposits. Among its functions as a public institution, 
the Bank was to serve as a custodian of the cash balances of 
Indian public bodies but not those of the Secretary of State, 
and to manage the public debt in return for a fixed remunera- 
tion. As a result of the Government keeping its cash balances 
with the Bank, the latter had huge fiunds at its disposal with- 
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out interest (which appeared as public deposits in its balance 
sheets), but in return the Bank had to do treasury work and 
to maintain a number of unprofitable branches. The Bank has 
now 176 branches of which there w^ere only 59 before 
tlie amalgamation of the Presidency Banks. (The Imperidl 
Bank Avas required by the Act of 1920 to open at least 100 new 
branches in order to provide banking facilities at various places). 
And lastly, the Bank ivas required to prowde adequate facilities 
for the transfer of funds between its branches at rates approved 
bA' the .GoA’^ernment. As regards restrictions on the business 
of the Bank, they Avere more or less the same as those imposed 
in the case of the Presidency Banks. The Bank AA'as not alloAved 
to transact foreign exchange business in competition AAdth the 
Exchange Banks, Again, it could not grant unsecured over- 
drafts above Rs. i lakhs, or grant loans or advances against 
immoveable propert}’- or advance loans for more than six 
months. 

The Position of Imperial Bank in Indian Credit Orga- 
nization. The position of the Imperial Bank in the credit 
organization of India Avas ahvays an anomalous one. It had 
often been described as a sort of central banking institution, 
but eA’en a casual examination of its functions Avould sIioaa' that 
it did not perform am’’ of the primary functions AA’hich are 
perforriied b)^ Central Banks in other countries, i.e., the control 
of currencA* and credit. Until the establishment of the Reserve 
Bank in June, 1935, note issue AA'as a monopol}'- of the 
Government, while the Imperial Bank Avas supposed to control 
credit. Thus there was no direct connection betw’’een currency 
and credit — and in the face of this draAvback, and seeing that in 
the absence of adequate modern banking facilities entailing the 
inadequac}^ of cheque issue, credit expansion Avould necessitate 
the expansion of currency, the Imperial Bank Avas an ii^- 
effectiA^e agency for the control of credit. Again, unlike wdiat 
Ave find in other countries, modeni oi'ganized banks kept only 
a part of their reserves Avith the Imperial Bank, partlj’’ because 
they neA^er had dealings Avith it on an extensive scale and partly 
because they could not expect much assistance from it in times 
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of emergency. The dependence of various kinds of bankers 
upon their own resources as far as possible greatly weakened 
the control of the Imperial Bank upon the money market and 
rendered it impossible for the Bank to knit the various com- 
p;fnent parts of the organization into one organic whole. 

The Development of Indian Joint Stock Banks. The 
dei'elopment of Indian Joint vStock banking is directly linked 
up with the development of India’s internal trade which, in the 
absence of other suitable banking facilities, these banks -were 
to finance. The first bank of this type was established in the 
fifties of the last century. The progress during the next half 
a century was slow, as we find that in the year 1900 the capital 
of the principal banks of this class amounted to only Rs. 82 
lakhs and their reserves and deposits in that year stood at 
Rs. 45 lakhs and Rs. S07 lakhs respectively. During the next 
twelve j^’ears the progress was astonishing. The number 
of Banks increased with startling rapidity ; but these Banks 
were not managed and controlled b}'' sound experienced 
bankers : the}’' were in most cases floated and run by men 
ATOo were at best only half educated and who had yet to learn 
the A, B, C of banking principles and methods. On top of all 
this a good few of these financiers had not much faith in 
honesty as the necessary ingredient of banking practice. We 
thus witness the spectacle of the combination of foolishness and 


knavery of a rare order, and not unnaturally it had disastrous 
consequences. Some of the new banks freely indulged in dis- 
honest and fraudulent practices ; they often carried on business 
of speculative character ; they allowed their resources in cash to 
dwindle far below safety level so as to make it impossible for 
them to meet their liabilities in times of emergency ; they 
o^red, in order to attract deposits, such high rates of interest 
aS could not on any account be justified. At last the Nemises 
overtook these banks in 1913, and the result rvas a gigantic crash 
in which, along with those which deserved that fate, some of the 
largest and soundly managed institutions like the Peoples Bank 
of India and Indian Specie Bank also disappeared. Some idea 
of the magnitude of the crash may be had from the fact that 
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llie total paid np capital of the banks that failed was more than 
50 per cent, of the pjiid up capital of all the Joint Stock Banks 
in 1017. This catastrophe, however, had its advantages as it 
resulted in weeding out for the time being some of the 
most undesirable elements in Indian banking. At ain^ rate, 
poorly organized as some of the banking institutions were, 
this catastrophe could not have been avoided for long. 
But its scope and e.Ktent could have easily been kept under 
control had the Government itself and its proteges, the 
Presidency Banks, adopted a more sympathetic attitude 
towards those banks which were known to be soundly 
managed. As it happened, however, the Government stood 
aloof as a disinterested spectator (thus refusing to do its dut\') 
while the Presidency l^anks refused to grant accommodation 
to the banks even against guiltedged securities. The whole- 
sale disa]ipearance of some of the most formidable competitors 
must have given no little satisfaction to the Presidency Banks, 
so that the ultimate responsibility for a greater part of the losses 
conseciuent upon bank failures lies upon the shoulders of the 
Government. It is wrong to argue "that it is alwa.vs an unsouiid 
bank that is compelled to close its doors in a crisis: for the 
failure of a number of unsound banks inevitably produces a run 
upon sounder institutions ; and as the banks lend a greater 
part of their deposits, no bank can possibly meet all its liabilities 
without some kind of extraneous assistance. That assistance 
can be given either by other banks which, for some reasons, 
are more or less immmune from the effect of a banking crisis, 
such as the Presidency Banks were before the war, or by a 
central banking institution, which did not exist in India until 
the middle of 1035. 

The immediate result of the bank failures of 1913-14 
that the deposits in the Indian Joint Stock Banks with capital 
of Rs. 5 lakhs and over declined from Rs. 27.25 crores in 1912 
to Rs. 17.10 crores in 1914. This setback, however, proved to 
be onl}’’ of a temporar}’’ character as we find that in the following 
year the confidence of the depositor in the surviving institn- 
tions was restored, and the deposits again began to shov a 
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tendency to increase. This progress was maintained right up 
to the year 1921 when the deposits with the class of banks 
under consideration readied the record figure of Rs. 76-29 
cr'ores. At the same time the number of banks with capiatl of 
R'l, 5 lakhs and over (which attract nearly 95 per cent, of 
Indian Joint Stock Bank deposits, the remaining 5 per cent, or 
so going to banks with capital of less than Rs. 5 lakhs) increased 
from 17 in 1914 to 27 in 1921. Since that year the number of 
banks has steadilj’’ increased, though their deposits have some- 
what declined. In 1931 there were 33 Joint Stock Banks with 
capital of Rs. 5 lakhs and over, and their deposits in that year 
amounted to Rs. 62.23 crores. Of these banks the Big Four of 
•India, viz., Allahabad Bank, Central Bank of India, Punjab 
National Bank and Bank of India account for nearly four-fifths 
of the entire cash reserves of Indian Joint Stock Banks, for 
nearl}’^ three-fourths of the total deposits and for nearly half 
of the total working capital of Indian Joint Stock Banks. 

The working of Joint Stock Banks. It has already 
bekn shown that Indian Joint Stock Banks discount the bills 
drawn by indigenous bankers or shroffs, and thus finance the 
internal trade of the country indirectly. They generally wait 
for these bills to mature, but in times of emergency they also 
used to get them discounted from the Imperial Bank of India, 
and the banks on the Approved List of the Resreve Bank of 
India now applj'^ for accommodation to the latter bank. They 
also finance trade directly, and advance loans against bullion, 
real property, commercial and Government securities, and grant 
accommodation on personal securit}’’ in the form of ovei drafts. 
Again, they provide facilities for the transference of funds at a 
cheap rate from one place to another. Until recently these 
bljfiks concentrated their attention on internal business, but 
now some of the leading banks are also engaged in financing 
foreign trade, though the volume of their business in this line _ 
is only a small fraction of the business transacted by the 
Exchange Banks. 

Slow progress of Indian Joint Stock Banks : its 
causes. In the year 1930, the latest 3''ear for which data are 
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a\'ailable, there were 30 Joint Stock Banks with capital and 
reserve of Rs. 5 lakhs and over, and 54 banks with capital and 
reserve of Rs. i lakh or more but less than Rs. 5 lakhs, and 
the deposits in these two classes of banks totalled Rs. 63., >22 
crores and Rs. 4.30 crores, respectively. In that year the bank 
deposits in India (in the Imperial, Exchange and Joint Stock 
Banks together) amounted to Rs. 219.61 crores. It shows that 
the Joint Stock Banks have succeeded in attracting less than 
30 per cent, of the total bank deposits in the country. These 
results of nearly three-quarters ' of a century of banking pro- 
gress in India are obviously disheartening. This slow progress 
is due to a number of causes. In the first place frequent bank 
failures have a deterrent effect upon the depositor. Some idea 
of the magnitude of these failures may be had from the fact 
that between 1913 and 1930 no less than 244 Joint Stock Banks 
with a paid up capital of Rs. 7.70 crores went into liquidation. 
In the face of such heavy mortalit}’- among the banks the 
depositors have naturally turned to those banks which offer 
better security, such as the Imperial Bank and the variolas 
Exchange Banks. Secondly, the Government as well as other 
public bodies have been in the habit of regarding Indian banks 
with suspicion and distrust, and not , unnaturally the cautious 
depositor prefers the banks that bear the hall-mark of safety 
as a result of Government patronage. Thirdly, the Imperial 
Bank of India and Exchange Banks having captured all the most 
lucrative lines of business and the Imperial Bank having the 
free use of enormous Government balances, the Joint Stock 
Banks find in them formidable rivals whom they are not in a 
position to meet on equal terms. Fourthly, a very large part 
of Indian import and export trade is in the hands of foreigners 
who naturally patronize their own banks, with the result that 
Indian banks have to be content with the remaining businesl. 

Some drawbacks and tlieir remedies. All things con- 
sidered it seems that frequent bank failures are the prime cause 
of the slow progress of Joint Stock banking in India ; and so 
long as these failures continue on the present scale, any great 
improvement in the banking system does not appear to be 
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possible. The causes of these failures at the present time are 
more or less the same as those of the great crash of 1913-14— 
lack of education and training in banking methods, dishonest 
practices, tendency to finance long-term loans with short- 
te~iii deposits, small proportion of cash in hand to liabilities, 
fade of co-operation between the various component parts 
of the banldng S3"stem, and the apathy of the Government 
towards Indian banking. How far some of these defects will 
be , remedied in the future will depend upon the policy of 
the Resen^e Bank, but unless a radical change in the situation 
is brought about by legislation and stricter Government control, 
no improvement in the situation is possible. Too much 
emphasis appears to have been laid bj’" various authoiities, 
including the Central Banking Enquiry Committee, on the pro- 
vision of facilities for education in banldng methods ; but as 
banking failures in India are to a greater extent due to the 
ignorance and knavery of those who are ultimately responsible 
for the management of banks than to the ignorance of the 
clerical and administrative staff, the situation is not likely 
toAiinprove so long as steps are not taken to clip the wings 
or those who are likely to mismanage banks for whose 
floatation and subsequent conduct they are responsible. And 
so long as the ideas regarding the liberty of business enter- 
prise hold the field, it would be impossible to eliminate these 
undesirable adventurers. But the Government can easily make 
the course of incompetence and dishonesty more difficult by 
legislation and control with a view to clearing the path for 
really respectable and well managed institutions. As it is easier 
to float a bank with a few thousand rupees capital than a 
giant structure, and as it is easier for the Government to watch 
the activities of one large bank than to control a hundred small 
onWs, it would be desirable to lay down by legislation that no 
Joint Stock Bank with paid up capital of say less than Rs. i 
crore would in future be allowed to start operations. It may 
be argued that action on these lines would hinder the progress 
of banking ; but we may point out that progress in this field 
lies not in an increase in the number of banks but in the expan- 
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si on of business, and there is no reason to believe that even 
half a dozen of the leading Indian Joint Stock Banks would not 
be capable of looking after the entire banking business of the 
country even if it is increased ten-fold. If the GoverniiK^nt 
legislates in the matter with a plan of banking development,^, it 
may be found necessary to reduce the present unwieldy number 
of independent institutions to more reasonable proportions by 
compulsory amalgamation. Needless to add that if such a course 
is ever adopted, the business at present done by these smaU 
bank (in competition with larger well-established banks and_their 
branches) would be taken over by the new bank and its branches 
or by the existing corporations. Again, even in the case of the 
larger existing banks, a stricter control may be necessary. It 
is true that these banks are managed by men of ability and 
integrity ; but it seems that conditions in the Indian ^ money 
market at the present time are such, and temptations in 
tlie way of the banker are so many, that they are likely to 
disregard sound banking principles on certain occasions. ^ The 
Government can exercise its control by stricter auditing, 
prevention of “window dressing” in balance sheets, legislative 
provision in regard to the minimum proportion of cash to liabi- 
lities. strict enforcement of the rule in regard to the financing 
of Ion- -term loans with long-term deposits only, and the simpli- 
fication of balance sheets. The ultimate object of imposing 
all tliese restrictions ought to be to eliminate completely in- 
competence and dishonesty from the field of banking and not 
to hamper the existing banks in their legitimate actunties. 
Tlie Re<=erve Bank of India, the ultimate credit authority m 
the country, can also give valuable assistance in this maUer 
bv demanding information from scheduled banks and by wit i- 
holding credits from the less satisfactorily managed institutions ; 
but as prevention is always better thafi cure, it is necessary 
the Government should also take more resolute measures with a 
view to preventing mismanagement and the perpetration o 

Foreign Exchange Banks. Just as the development of 
Indian Joint Stock Banks is linked up with the expansion o 
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India’s internal trade, so the establishment and progress of 
foreign. Exchange Banks is directl}’^ connected with the develop- 
ment of India’s trade with foreign countries. As the Presidency 
Banks could not and the Joint Stock Banks would not engage 
tlij,emselves in foreign exchange business, the foreign exchange 
banks came into the field to undertake this lucrative business. 
In consequence of the fact that London was the clearing house 
of the world, and most of India’s foreign trading transactions 
took place with or via the United Kingdom, the earlier exchange 
banks were British in origin and had their head offices in 
London. Later- on when trade with other countries assumed 
more important dimensions, banks with head offices in those 
countries also came into the field and opened branches at various 
commercial centres- in India. In 1930 there were iS exchange 
banks operating in India, of which eight had their head offices 
in England, three in Japan, two in Holland, two in the United 
States, and one each in France, Portugal and Hongkong. 
Owing to the vastness of tlieir resources and the monopoly of 
financing India’s foreign trade which they enjoy, these banks 

h97i-e come to be regarded as a great force in India’s financial 
/ 

organization. Of the 18 exchange banks operating in India 
only five do most of their business in India while others are 
dependent mainly upon other countries for their business. In 
1930 the capital and reserve of all these banks amounted to 
Xi93)6i6,ooo, their deposits in India in that s’-ear amounted 
to Ps. 68,11,44,000, and their cash balances stood at 
Ps. 7,70,89,000. These figures give us an idea of the extent 
of their potential resources, and show that from the point of 
I'iew of attracting deposits in the country, these eighteen banks 
are as important as all the Indian Joint Stock Banks put 
together. 

The Business of Exchange Banks. Until comparatively 
recently the exchange banks confined their attention more or 
less exclusively to the financing of India’s external trade, but 
during recent years they have also invaded the field of internal 
trade which they have begun to finance through their branches 
at various centres of industry and commerce. These banks 
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finance the external trade of India b3'^ purchasing and discount- 
ing the bills covering exports and imports. The import bills 
are drawn in foreign countries and are payable in India, while 
the export bills originate in India and are pa3mble abroad. The 
export bills are of two kinds, viz., documents on acceptance a^d 
documents on pa3'^ment (briefl3'^ described as D. A. and D. T., 
respectivel 3 '’), and are largely drawn at three months’ sight. 
The documents on acceptance became immediately negotiable 
after acceptance while documents on pa3’^ment are not nego- 
tiable : the banks after buying bills of tliis kind have to keep 
them till the3’' mature. After bu3dng the export bills in India, 
the exchange banks immediately send them to their head offices. 
\I’hile the D. P. bills are kept at the head offices till maturity, 
the D. A. bills are generally rediscounted by other English 
banks, and the difference between th§ discount rate in India 
and London usually constitutes the profits of the exchange 
banks in their dealings in these bills. Thus it udll be seen 
that funds for the financing of India’s export trade are largely 
provided b3' the London money market. But it must not be 
supposed that all the D. A. bills are immediately rediscounted 
in England. It is true that most of these bills are rediscounted 
immediately after they reach London, but sometimes these bills 
are kept in anticipation of fall in the discount rate, while on 
other occasions the high discount rate makes it profitable for the 
banks to hold tliese bills till maturity. Such occasions, however, 
are ver3'^ rare. The import bills, which are negotiated in 
London and drawn on India, are kej)t in India till maturity 
and are seldom if ever rediscounted on account of the fact 
that the discout rate in India is invariabb'^ much higher than 
that in England. 

The question at this stage arises : how do the exchange 
banks manage to invest vast amounts in purchasing export billf ? 
There are four principal means of financing these purchases. 
In the first place the3'^ have the proceeds of import bills which 
became available immediately these bills mature. Secondly, 
the3’^ undertake remittances from India to Indians living abroad 
by the sale of drafts and telegraphic transfers. Thirdly, 
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thej’- have in their prossession the proceeds of the sale of 
gold and silver bullion as well as sovereigns which they 
import from abroad. Lasth-,' when the balance of trade 
is in favour of India so that the three above mentioned 
njeans of obtaining funds prove to be inadequate to finance 
■ iTi j purchase of export bills, the3' sell sterling bills to 
the Government of India. If, on the other hand, the 
balance of trade happens to be against India, funds from India 
have to be transferred to I/bndon in order to paj" for the pur- 
chase of outstanding import bills. This transference is made 
b}’- purchasing reverse councils from the Government of India. 
But even in normal times the demand for funds to finance these 
and other banking operations is so great that the Exchange 
banks allow their cash reserves to sink below what may 
be regarded as safety level in a countrj' like India.* If Govern- 
ment control in this direction is uecessarj’’ in the case of Indian 
Joint Stock Banks, it is equall}' necessary in the case of Exchange 
banks. 

Some Abuses and Drawbacks. There is no doubt that 
tl^' Exchange banks did much to develop India’s foreign trade 
at a time when there were no other agencies in the field to 
undertake its finance. But it is equallj’’ true that the 
capture of India’s foreign trade to the extent of over 
85 per cent, by foreign concerns is due to the discriminatory 
policy of Exchange Banks against Indian traders. Thus 
the ultimate effects of the operations of foreign exchange 
banks are far-reaching : not onlj'’ the profits of financing India’s 
external trade go to foreigners, but India also loses commis- 
sion, insurance, brokerage and various incidental charges which 
under the present system go to foreign banking and trading 

! 

Oil December 31, 1930, the cash resen’es of the Exchange banks 
doing a considerable portion of their business in India amounted to 
only 13 per cent, of their deposit liabilities in India while in the case 
of the Exchange banks doing a major portion of their business abroad 
they amounted to onl}'’ 8 per cent, as against 12 per cent, held by Indian 
Joint vStock Banks. 

35 
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orgtiiiizAtioiis. Again, financing of India s imports as well 
as exports is by means of sterling bills, and Indian importers 
can do business only on D. P. terms. This is peculiar to 
Indian trade, and incidentally accounts for the lack of a bill 
market in the country. As pointed out by the Central Bankii^? 
Inquiry Committee, ‘for the import business of India tlie 
natural bill market in India and not outside India. Again, 
it is a well-known fact that these banks offer only low-paid 
clerical posts to Indians while all the higher posts are ear- 
marked for foreigners. It is obvious that there is no remedy 
for these evils, except the gradual elimination of these banks. 
The project of establishing an Indian exchange bank has been 
mooted many a time, but it is difficult to see how a solitary 
bank would be able to bring about a change in the situation 
e\-en if it succeeds in facing the competition of such well 
organized and powerful institutions. Nor is the entry of the 
Imperial Bank of India into the field of foreign exchange likely 
to affect the situation in a strikingly favourable manner, 
because this bank also is every whit as foreign in its 
sympathies as any exchange bank. All things considex;.^, 
the only practicable remedy appears to be direct State enter- 
prise, and as foreign exchange business has wide ramifications 
in other fields, the State cannot or at any rate should not, 
embark upon a scheme of financing the foreign trade of the 
country without taking into account the requirements of the 
various closely related fields. In other words, a scheme for 
the financing of India’s foreign trade by Indians themselves 
must be a part of the general plan of the country’s economic 
development. 

Co-operative Credit Societies and Land Mortgage Banks. 

We have already discussed the past history, the present posi- 
tion and the organization of co-operative societies and l^iid 
mortgage banks in a preceding chapter, so that at this stage 
we may confine our attention to discussing the connection of 


* h. C. Jain : The Monetary Problems of India, p. 108. 
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these with other banking institutions in the country. The co- 
operative credit organization does not depend entirely upon 
its owii resources : the provincial and central banks all over 
the country have established connections with the Imperial 
Bank of India for cash credits and overdrafts. Some idea of 
tlie value of this connection maj'^ be had from the fact that 
on December 31, 192S the advances made b}" the Imperial Bank 
to co-operative banks amounted to more than Rs. 266 lakhs. But 
as on account of the prevailing trade depression most of the 
societies and consequently co-operative banks find it difficult 
to meet their obligations, the Imperial Bank has been compelled 
to withhold credit facilities to a certain extent and to insist 
that the societies should seek accommodation against Govern- 
ment promissory notes instead of the co-operative societies’ pro- 
notes wliich it now rightly regards as of doubtful value. This 
cliange of polic}’^ has brought further liardships upon the co- 
operative movement ; but in spite of the desirability of assisting 
the agriculturist through co-operative movement it is not 
possible to expect an ordinar}’- commercial bank to embark 

upc^j risky enterprises without some sort of guarantee from the 

/ 

sState. But no such guarantee appears to be forthcoming. The 
truth is that the Indian agriculturist is too poor to help himself 
Iw co-operative effort ; and as under the prevailing economic 
systeni his condition can be iiermanentlj’' improved onl)’- by 
training him to help himself, credit facilities from some outside 
source will be necessar}’-, but no credit institution in the country 
would be willing to give the requisite amount of assistance 
without some sort of Government guarantee. The guarantee 
sj’-stem would be no new tiling in India ; if it could be justified 
in the case of railway development, its justification in the case 
ofy^ssisting the agriculturist, on whose prosperity the well- 
being of the whole country depends, would be even greater. 
Provision has been made in the Reserve Bank Act to the effect 
that the bank shall create an Agricultural Credit Department ; 
but how far the opening of such a department will be helpful 
to the co-operative movement remains to be seen. 
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As regards land mortgage banks, it may be said that they 
are more or less completely dependent upon their own resources 
which are too meagre to meet even a fraction of the agricul- 
turist’s requirements in the matter of funds for introducing 
permanent improvement, not to mention the repayment of [his 
old debts. If the agidculturist is at all to benefit frjm the 
operations of land mortgage banks, it would be necessary for 
the loans to bear a low rate of interest ; and as few people are 
able or willing to lock up their savings in long term deposits 
at a low rate of interest, and as permanent improvements are 
necessary for improving the condition of the agriculturist. 
State assistance in one foi'in or another would appear to be the 
only solvent of the difiiculties which land mortgage banks have 
to face at present. It would thus appear that the question of 
agricultural improvement through various kinds of financing 
agencies is in the last resort of problem of public finance. 

Postal Savings Banks. Tlie openimr of Post Office Savings 
Banks in all parts of India dates from the 5^ear 18S2, although 
Government Savings Banks and District Savings Banks had 
already been started during the 30’s and 70’s of the last century. 
The Post Office Savings Banks have, from the beginning of 
their career, shown life and vitalit}^ owing to the confidence 
they have always enjoyed (except for a short period during 
the war when there were withdrawals on an extensive scale), 
which is evident from the gradual and continuous increase in 
the number of depositors and the amounts deposited. In 
1931-32 the number of banks and deposit balance with tlie 
Government reached the record figures of i2,SSo and Rs. 38. 20 
crores respective!}’’, and the number of depositors stood at 
2,401,527. These post office savings bank deposits constitute 
the unfunded debt of the Government of India, and 'are used 
for capital expenditure. The post office also attracts small 
savings by issuing cash certificates. These cash certificates also 
constitute the unfunded debt of the Government of India and, 
like the postal savings bank deposits, are used for Capital 
expenditure. In 1931-32 these postal certificates accounted for 
Rs. 44.58 crores which gives us some idea of their popularity. 



BANKING AND CREDIT ORGANIZATION 


549 


This popularit}'- has been achieved mainly by offering a high 
rate of interest. Statistics published by the Government of 
India show that the depositors in savings banks and investors 
in |pash certificates come mainl}’' from the educated professional 
classes many of whom would deposit their savings with banks 
but for the higher yield and convenience. The above figures 
show that the banking operations of the Government deprive 
industry, agriculture and trade of nearly Rs. 84 crores which 
it can easily get by borrowing from abroad to finance its capital 
expenditure programme. When the Government offers a high 
late of interest to the depositor, it at once begins to compete 
Avith banking institutions for securing deposits. We do not 
mean to suggest that the Government should forthwith call 
a halt to its banking activities ; what ive consider imperative 
in the interests of the economic development of the country 
is that the Government must not compete with banks for 
securing deposits by offering high returns. Even a low rate 
of interest will attract deposits just the same from those who 
fint^it couA^enient or those Avho are ultra cautious, Avhile others 
aaIio are attracted by high jdelds Avould naturally turn their 
attention to the banks. 

The Reserve Bank of India. We hai^e already seen in 
a preAuous chapter that the currencj’’ S3’^stem recommended by 
the Hilton-Young Commission rested more or less on the 
establishment of a Reserve Bank in India, and that the Bill 
for the establishment of that bank AA^as throAA'n out by the 
Regislatwe Assembly in 1928. Nothing aa'Bs heard of the 
scheme till, in order to put currency and credit control beyond 
the reach of Indians, the introduction of the scheme of Reforms 
est^lishing the federal form of GoA^ernment in India was made 
conditional upon the establishment of a Reseri^e Bank to take 
OA^er the control of currency and credit in the country. With 
this end in A'iew a neiv Bill to establish a Reserve Bank was 
rushed through the Legislature Assembly and the Council of 
■State, and received the assent of the Governor General on 
March 6, 1934. The Bank started operations in April, 1935. 
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The Reserve Bank of India Act provided that the 
Bank shall be constituted for the purpose of taking- 
over the management of currency from the Governor General 
in Council and for carrying on the business of bankingji in 
accordance with the provisions of the Act. The original share 
capital of the Bank shall be Rs. 5 crores divided into shares 
of Rs. TOO each, which shall be fully paid up. In order to 
give each part of the country its voice in the management and 
policy of the bank according to its own needs, the country 
was divided into five areas, and shares were allotted to each 
area according to its importance from the point of view of 
credit. Share registers for the five areas were to be main- 
tained at Calcutta, Delhi, Bombay, Madras and Rangoon, and 
the value of the shares assigned to these centres was fixed at 
Rs. 140 lakhs for Bombay, Rs. 145 lakhs for Calcutta, 
Rs. T15 lakhs for Delhi, Rs. 70 lakhs for Madras and 
Rs. 30 lakhs for Rangoon. 

The Act provided that the direction of the affairs of the 
Bank shall be entrusted to a CcntTcil Board of Directors. The 
Board shall consist of (a) a Governor and two Deputy Governors 
to be appointed by the Governor-General in Council after con- 
sideration of the recommendations made by the Board, 
(b) four directors to be nominated bj’’ the Governor-General in 
Council, (c) eight directors to be elected on behalf of the share- 
holders on the various registers, and (d) one Government 
official to be nominated by the Governor-General in Council. 

The Governor and Deputj’’ Governors shall be the executive 
heads and shall be eligible for re-appointment by the Governor- 
General in Council after the expir}"- of their term of office. 
A Local Board shall be constituted for each of the five areas, 
and shall consist of five members to be elected b}"- the sliVire- 
holders in that area, and not more than three members nomi- 
nated b}'- the Central Board from amongst the shareholders for 
that area. A Local Board shall advise the Central Board in 
such matters as may be generally or specifically referred to it 
and shall perform such duties (concerning local administration) 
as the Central Board may delegate to it. 
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Business of the Bank. The Act provides that the 
Reserve Bank shall be authorized to carry on and transact 
only certain specified business, namely: — 

, (i) the accepting of money on deposit without interest 

4 t!'-om, and the collection of money for, the Secretary’- of State 
in Council, the Governor-General in Council, Local Govern- 
ments, Indian States, local authorities, banks and any other 
• persons ; 

(2) the purchase, sale and rediscount of bills of exchange 
and promissory notes drawm on and payable in India and 
arising out of bona fide commercial or trade transactions ; 

(3) the making of loans and advances, repajmble on demand 
but not exceeding 90 days, against the security of stocks, 
funds and securities (other than immovable property) against 
gold coin or bullion or documents of title to the same and such 
bills of exchange and promissory notes as are eligible for 
purchase or rediscount by the Bank ; 

(4) the purchase from and sale to the scheduled banks of 
^erling in amounts not less than the equivalent of Rs. i lakh ; 

y (5) the making to the States in India, local authorities, 
scheduled banks and provincial co-operative banks of loans 
and advances repayable on demand or on the expiry of fixed 
periods not exceeding ninety days on the security of stocks, 
funds and securities, gold or silver or documents of title thereto, 
bills of exchange and promissory notes etc. ; 

(6) the making of advances to the Governor-General in 
Council and to Local Governments repayable in each case not 
later than three months from the date of making the advance ; 

{7) the purchase and sale of Government Securities of the 
United Kingdom maturing within lo years of the date of 
ggnrchase ; 

(8) the purchase and sale of securities of the Government 
of India or of a Local Government of any maturity or of a 
local authority in British India or of certain States in India 
which may be specified ; 

(9) the acting as agent for the Secretary of State in Council, 
the Governor-General in Council or any Local Government or 



552 


INDIAN ECONOMICvS 


local authority of State in India for the purchase and sale of 
gold and silver, for the purchase, sale and custody of bills of 
exchange, securities or shares, for the collection of the pro- 
ceeds, whether principal, interest or dividends, of any securities 
or shares, for the remittance of such proceeds by bills of' 
exchange pa}^!!^ in India or elsewhere, and for the manage- 
ment of public debts. 

Business Prohibited to the Bank. The Act provides 
that the Reserve Bank shall not undertake certain kinds of 
business, such as : — 

(1) engage in trade or otherwise have a direct interest 
in an.v commercial, industrial or other undertaking ; 

(2) purchase its own shares or shares of any other banlc or 
of any company, or grant loans upon the security of an}'- such 
shares ; 

(3) advance money on mortgage of, or otherwise on the 
security of, immovable property or documents of title relating 
thereto : 

(4) draw or accept bills payable otherwise than on demand ; 

(6) allow interest on deposits or current accounts. 

Central Banking Functions of the Reserve Bank. The 

Act provides that the Bank shall undertake to accept monies 
for account of the Secretary of State in Council and the 
Go\’ernor-General in Council and of the approved Indian States, 
and to carry out their exchange, remittance and other banldng 
operations including tye management of the public debt on 
such conditions as may be agreed upon. Again, the Bank 
shall have the sole right to issue bank notes iri. British India, 
and may, for a period which shall be fixed by the Governor- 
General in Council, issue currenc}'- notes of the Government,' 
of India supplied to it by the Governor-General in Council ; 
and on and from the date on which this chapter comes into 
force, the Governoi'-General in Council shall not issue any 
currency notes. The issue of bank notes shall be conducted 
b}’- the Bank in the Issue Department which shall be separated 
and kept wholly distinct from the Banking Department. 
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The Act further provides that the assets of the Issue 
Department shall consist of gold coin and bullion, sterling 
securities, rupee coin and rupee securities to such aggregate 
auiount as is not less than the total of the liabilities of the 
Department. Of the total amount of assets, not less 
than two-fifths shall consist of gold coin, gold bullion or 
sterling securities, provided that the amount of gold coin and 
gold bullion shall not at any time be less than Rs. 40 crores 
in value. The remainder of the assets shall be held in rupee 
■ coin, Government of India rupee securities of any maturity 
and such bills of exchange and promissory notes payable in 
British India as are eligible for purchase by the Bank, provided 
that the amount held in Government of India securities shall 
not at an5’- time exceed one-fourth of the total amount of the 
assets or Rs. 50 crores, whichever amount is greater, or, with 
the previous sanction of the Governor-General in Council, such 
amount plus a sum of ten crores of rupees. The Act further 
px'ovides that gold coin and gold bullion shall be valued at 
8.iW5i2 grains of fine gold per rupee, thus making the is. 6d, 
imio a permanent affair. Again, the rupee coin shall be 
valued at its face value, and securities shall be valued at the 
market rate for the time being obtaining. Of the gold coin 
and gold bullion held as assets, not less than seventeen- 
twentieths shall be held in British India, and all gold coin 
and gold bullion shall be held in the custody of the Bank or 
its agencies. 

The Liabilities of the Issue Department shall be an amount 
equal to the total of the amount of the currency notes of the 
Government of India and bank notes for the time being in 
I circulation. On the date on which the Act comes into force, 

' tht^Issue Department shall take ox^'er from the Governor-General 
in Council the liability for all the currency notes of the 
Government of India for the time being in circulation, and the 
Governor-General in Council shall transfer to the Issue 
Department gold coin, gold bullion, sterling securities, rupee 
coin and rupee securities to such aggregate amount as is equal 
to the total of the amoitnt of the liability so transferred and 

f 
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in such proportion as to comply with the requirement of the 
Act. 

The Bank shall issue rupee coin on demand- in exchange 
for bank notes and currency notes of the Government of India 
and shall issue currency notes or bank notes on demand W 
exchange for legal tender coin. 

Obligation to Sell and Buy Sterling. The Bank shall 
sell to or buy from any person who makes ' a demand in 
that behalf at its office in Bombay, Calcutta, Delhi, Madras 
or Rangoon, sterling for immediate delivery in London at a- 
rate not lower than i5. 5 49/64^. and not higher than is. 
6 3/i6d. respective!}’’, provided that no person shall be entitled 
to demand to buy or sell an amount of sterling less than 
ten thousand pounds. 

Cash Reserves of Scheduled Banks. The Reserve Bank 
Act further provides that eveiy bank included in the second 
schedule shall maintain with the Bank a balance the amount 
of which shall not at the close of business on any day be less 
than 5 per cent, of the demand liabilities and 10 per cept. 
of the time liabilities of such bank in India, such liabilities 
not to include the paid-up capital or the reserves, or any credit 
balance in the profits and loss account of the bank or the 
amount of any loan taken from the Reserve Bank. In order 
to qualify for inclusion in the Second Schedule a bank must 
have a paid-up capital and reserves of an aggregate value of 
not less than five lakhs of rupees. 

Agricultural Credit Department. In order to piit agri- 
cultural finance on a sound basis, the Act provides that the 
Bank shall create a special Agricultural Credit Department, the 
functions of which shall be (a) to maintain an expert staff to 
study all questions of agricultural credit and be available t^for 
consultation by the Governor-General in Council, Local Govern- 
ments, provincial co-operative banks and other banking organiza- 
tions, and (£>) to co-ordinate the operations of the Bank in con- 
nection with agricultural credit and its relations with provincial 
co-operative banks and any other banks or organizations 
engaged in the business of agricultural credit. 
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Other Provisions. There are a number of other provi- 
sions in the Act concerning the administration of the bank 
as veil as its credit policy. Those concerning credit and 
^urrenc}^ are as follows : — 

(a) The Bank shall within three j^'ears from the date 

on which the Act comes into force make to the 
Governor-General in Council a report, with pro- 
posals if it thinks fit, for legislation on matters 
concerning the extension of the provisions relat- 
ing to scheduled banks to persons and firms 
engaged in British India in the business of 
banking, and the improvement of the machinery 
for dealing with agricultural finance and methods 
for affecting a closer connection between agricul- 
tural enterprise and the operations of the bank. 

(b) When the Bank is of opinion that the international 

monetar}'' position has become sufficienl.y clear 
: and stable to make it possible to ‘determine what 

^ will be suitable as a permanent basis for the Indian 

monetar}'’ system and to frame permanent measures 
for a monetary standard it shall report its views 
to the Governor-General in Council. 

Agreement with the Imperial Bank. It will be remem- 
bered that the Imperial Bank of India Act of 1920 had 
required of the Imperial Bank to perform a number of functions 
and had granted many valuable concessions, some of which 
had now to be withdrawn in consequence of the establishment 


of the Reserve Bank. In order to enable the Imperial Bank 
to cover itself against all possible losses, the Reserve Bank of 
India Act provided that the Bank shall enter into an agreement 
'^vith the Imperial Bank which will remain in force for 15 years 
and thereafter subject to five years’ notice on either side. This 


agreement is to provide that the Imperial Bank shall be the 
sole agent of the Resen'e Bank at all places in British India 
where there is a branch of the Imperial Bank which was in 


existence at the commencement of the Reserve Bank of India 


Act and where there, is no branch of the Banking Department 
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of tho Reserve Bank. In consideration of tke performance of 
the agency duties, the Reserve Bank shall pay the Imperial 
Bank as remuneration a sum which shall be for the first ten 
5’’ears during which this agreement is in force a commissioi(i 
calculated at i/i6 per cent, in the first 250 crores and 1/32 per • 
cent, on the remainder of the total of the receipts and dis- 
bursements dealt with annually on account of Government, 
while for the remaining five years the remuneration to be paid 
to the Imperial Bank shall be determined on the basis of the 
actual cost to the Imperial Bank of India as ascertained by 
expert accounting investigation. Again, in consideration of 
the maintenance by the Imperial Bank of branches not less in 
number than those existing at the commencement of the 
Reserve Bank of India Act, the Reserve Bank of India shall, 
until the expir3’- of fifteen years, pay to the Imperial Bank 
Rs. 9 lakhs per annum during the first five years of the agree- 
ment Rs. 6 lakhs per annum during the next five years of the 
agreement, and Rs. 4 lakhs during the last five years of the 
agreement. This agreement was, however, to be conditional 
on the maintenance of a sound financial position by the 
Imperial Bank. 

Defects in the Reserve Bank Act. There is no doubt . 
that, as will be shown presently, the establishment of the 
Reserve Bank will in due course remove some of the existing 
evils in the credit organization of India ; nevertheless we cannot 
get away from the fact that the provisions of the Reserve Bank 
of India Act are likely to affect in an adverse manner the 
usefulness of the Bank, and to perpetuate certain existing evils. 
The most serious drawback is tlie constitution of the Bank itself. 
India had to choose between a State bank and a shareholdei's’ 
bank. The idea of a state bank was dropped manifestly q^- 
the ground that such a bank wmuld be open to political influence 
and consequently would not be conducted strictly on business 
lines. In a country like India with the kind of constitution 
she is given by the new Government of India Act such "political 
influence and pressure” can be exerted in more than one ways. 
Firstly, the State as a whole may interfere with the policy and 
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conduct of a central banking institution. No one can denj'’ 
that such interference would be necessary and in the best 
interests of the country as a whole : the very fact that d' central 
bank’s conduct, in fact its very existence, are determined by 
^.n Act of legislature proves that. Secondly, the central banking 
institution may be open to the interference of the Executive 
authority. Such interference would obviously be undesirable, 
as it may destroy the continuity of the bank’s policj’- in regard 
to currency and credit. But the question arises : — Is any 
central banking institution in the world entire^'' immune from 
such interference ? Only during recent years we have witnessed 
such interference on an extensive scale (in regard to the mani- 
pulation of bank rate etc.) in that home of conservative finance, 
viz., Britain, as well as in every leading country in the world, 
and as Governments are the largest borrowers and are the 
custodians of the country’s economic welfare, such interference 
from the Executive authority cannot in actual practice be 
altogether avoided. It may be argued that such interference 
has the sanction of the majority of the community behind it 
binder a democratic constitution. If this idea of the will of 
the community behind executive actions be accepted, the 
whole objection against executive interference with the policy 
and operations of the Reserve Bank in India falls to ground, 
as the Government of India Act is supposed to give a democratic 
form of Government to India. But perhaps the objection 
against political interference is objection against the inter- 
ference of the legislature and not against the interference of 
the Executive. Thirdly, interference with the policy of the 
Reserve Bank in India may come from the British Government. 
Such interference would obviously be most detrimental 
to India’s interests, inspired as it would be by the un- 
'^^iendly interests of the City of London. Now it will be 
noticed that in almost all important matters relating to the 
policy of the Bank, the Act gives almost arbitrary powers to 
the Governor-General in Council, and it is hardly necessary 
to point out that the Governor-General in Council is not a 
non-political body. On paper the control of the Bank is 
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vested in the Central 'Board, but seeing that Governor-General 
in Council is responsible for the appointment of the Governor , 
and two Deput}’- Governors and the nomination of five directors, 
it becomes quite obvious that the real control of the Bank 
would rest in the hands of the Governor-General in Conned, 
through whom all the influences of the City of London and 
Whitehall would work and become responsible for moulding 
the policy of the Reserve Bank. In these circumstances the 
plea that a shareholder’s bank would make the Reserve Bank 
immune from all kinds of political interference has no meaning : 
the constitution of the Bank certainly makes it impossible 
for the Indian Legislature to exercise control in any shape or 
form over the affairs of the Bank, but at the same time it 
exposes the Bank to the worst kind of inteference from 
British high finance through India Office. 

Not content with handing over the control of the Bank 
to the Governor General in Council, the Reser\^e Bank of 
India Act makes no provision in regard to preventing the 
foreigners from exercising their influence, over the affairs of 
the Bank. The charters of Central Banks all over the world 
prescribe that only the nationals of that countr5>- would be 
eligible to become the shareholders of those banks or to take 
part in the affairs of the banks. In other words the control 
of those banks is vested in the nationals of those countries. But 
the Reserve Bank of India Act contains no such provision, with 
the result that not onh’- can non-Indians become shareholders 
of the Bank but they also enjoy voting power similar to that 
enjo5’’ed bj^ Indians themselves. 

Another objection against the Reserve Bank of India Act 
is that it prescribes an agreement vdth the Imperial Bank of 
India which is manifestly one-sided. The amounts to be paid 
tjy the Reserve Banlc to the Imperial Bank appear to have'beeij 
fixed in an arbitrary manner, and have no relation whatever to 
the value of the services to be performed by the Imperial Bank. 
These enormous amounts will have to be earned by the Rese^^e 
Bank, which it can do only by keeping the bank rate high, 
and a high bank rate, especially an artificially swollen one, 
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is against the economic interests of the countr}". This agree- 
ment moreover, puts other Indian banks under a handicap. 
The Imperial Bank will henceforth appear as a formidable 
competitor against Indian Joint Stock Banks in their own field 
activities, and the position of the latter will become even 
more difficult when, along with the prestige which the Imperial 
Bank already enjoys, large amounts are added to its income, 
without giving otlier banks the ghost of a chance to earn those 
amounts. For the performance of agenc}- work tenders should 
have been called b}^ the Reserve Bank, and thus a chance 
should have been given to other banks to secure a part of that 
lucrative business. This arrangement would have been 
advantageous to all concerned, including the Reserve Bank 
itself. 

The Imperial Bank of India Amendment Act of 1934* 

As with the establishment of the Reserve Bank of India the 
Central banking functions performed by the Imperial Bank 
had of necessity to be transferred to the former, it was 
considered necessary that the latter bank should be freed from 
s^iic of the restrictions which had been imposed upon its acti- 
vities by the Act of 1920. Accordingly, an Amending Act 
was passed in March, 1934, which introduced changes of far- 
reaching importance in the constitution and working of the 
Imperial Bank. Firstly, as regards the constitution of the bank, 
Government control over it was considerably relaxed. 
The Central Board now consists of (a) a Managing Director 
appointed by the Central Board, {b) a Deputy JIanaging 
Director appointed by the Central Board, (c) the Presidents and 
Vice-Presidents and Secretaries of Local Boards, (d) a repre- 
sentative of each Local Board elected b}^ its members from 
amongst themselves, and (e) two members nominated by the 
(JrL>vernor General in Council. Tlie Deput}^ Director 

and Secretaries of the Local Boards can attend the meetings of 
the Central Board but are not entitled to appoint the Managing 
Governors of the Bank : instead a Managing Director and a 
Deputy a\Ianaging Director are appointed by the Central 
Board. Again, the Controller of Currency is no longer 
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an ex-officio member of the Board. Moreover, the Governor 
General in Council is entitled to nominate not more than two 
members of the Central Board instead of four as formerly. 
Another change which the Amending Act has introduced^ is 
that the Governor General in Council can no longer require 
of the Central Board to supply information regarding the affairs 
of the Bank and to publish a weekly statement of its assets and 
liabilities. 

The Act of 1934 has also removed a number of restrictions 
on the activities of the Imperial Bank, Firstly, the bank is 
now entitled to open branches outside India, and various restric- 
tions on the business of the bank at its London Office have 
been removed. Secondly, restrictions in regard to the nature 
of security demanded against loans are now relaxed, so that 
the bank can now lend against such securities as the shares 
of the Reserve Bank, municipal bonds and debentures, Indian 
State securities, Indian and foreign Joint Stock Company deben- 
tures, and goods which are hypothecated to the bank. Again, 
the old restriction in regard to the granting of loans for more 
than six months is removed, and now the bank is .permitted 
to advance loans for nine months for financing agricultural, 
operations. The new Act allows the Imperial Bank to deal in 
the foreign exchange business, and furthermore removes the 
restriction in regard to the borrowing of money in India only. 

The Past and Present Organization of the Money 
Market in India. From the description of the. various kinds 
of banking institutions, which has been given in the pre- 
ceding pages, it will be seen that the money market in India 
is composed of the Reserve Bank, the Imperial Bank of India, 
Indian Joint' Stock Banks, foreign exchange banks, private 
indigenous bankers and money lenders, co-operative credit 
organization and post office savings banks. All these various 
constituents of the Indian banking system have their own fields 
of activity, so that competition among these groups is more 
or less absent — except in the case of the Imperial Bank of India 
which has always appeared as a formidable competitor against 
Indian Joint Stock Banks in the field of internal trade and is 
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now likely to come into competition with exchange bank in the 
foreign exchange market. Until the establishment of the Reserve 
Bank (and in actual practice even now) the banking system 
snSered from a number of grave drawbacks — in fact it could 
l£-)t be called a system at all. As we have seen, the indigenous 
bankers and money-lenders, with all their antiquated methods 
and corrupt practices, flourished side by side with institutions 
which were exquisitely modem in their methods, and were 
responsible for financing a greater part of the country’s economic 
activities. As observed by. foreign experts in their evidence 
before the Banking Inquiry Committee, there existed 
two money markets in India, “the central money market 
and the bazaar money market (both) having their own 
agencies and different rates of interest without sufficient 
co-ordination.” Even among the members of these two 
groups there was hardly any co-operation and effort at 
co-ordination. The Imperial Bank was supposed to be “a 
banker’s bank” and as such was regarded as a co-ordinating 
aj^ency, but its efforts in that direction were feeble on account 
^f its tendencious activities, lack of sympathy towards indigen- 
ous enterprise and the divorce of currency from credit. In 
the absence of an effective controlling and co-ordinating agency 
each group, or rather each bank, aspired to become as self- 
sufficient as possible, because it expected little assistance from 
other quarters in times of emergency. 

We may now see how the various constituents of the Indian 
money market were related to each other. We can at once 
dismiss the Post Office Savings Banks as institutions without, 
for obvious reasons, having any business connection .with other 
banking institutions. The money-lender was entirely depen- 
d,^t upon the indigenous banker or shroff for accommodation 
in times of need. The shroff in turn was mostly independent, 
but in the busy season a temporary connection between him 
and the Indian Joint Stock Banks and the Imperial Bank was 
established, owing to his inability to handle all his bills in- 
dependently. But the asMstance given by these banks to the 
shroffs even during the busy season may be said to have been 
36 
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small covering only a small portion of the total business tran- 
sacted by the latter. Needless to add, there was hardly any 
business connection between the shroffs and the co-operative and 
exchange banks. The Co-operative Banks, both Central and 
Provincial, went largely to the Imperial Bank for accommo- 
dation, so that they did not have much business with other 
types of banks. The Joint Stock Banks sometimes granted 
credit facilities to shroffs, and they themselves depended on 
the Imperial Bank for accommodation which they could expect 
to receive only up to a small extent — ^in spite of the fact that 
thej^ generally kept a part of their balances with the Imperial 
Bank. As regards foreign exchange banks, as they preferred to 
keep the import bills till maturity, they were dependent entirely 
upon their own resources. 

Consequences of lack of Organization. It is obvious 
that there was no fixed and settled relationship between the 
various constituents of the Indian money market. The natural 
consequence of this loose relationship and the absence of a 
central credit institution (the Imperial Bank could not be le^- 
timately described as such) which could act as a co-ordinating 
agency was that the Imperial Bank rate (or the rate at which 
the bank was prepared to grant loans on Government securities) 
ceased to be even remotely as effective as the bank rate (which 
is the rate at which Central banks rediscount trade bills) in 
other countries. This in turn resulted in wide differences from 
place to place and time to tune in the rates at which loans were 
available. The rates showed wide variations not only at 
different places but in the same town — indeed often in the same 
street. Again, as pointed out by foreign experts to the Central 
Banking Inquiry Committee, “the range of interest rates in 
India is wider than in other countries.” During the busy 
season it was too high, and at other times there was a glut/ of 
unloanable money. These seasonable fluctuations were mainly 
due to the fact that currency and credit control were divorced 
from each other, and in a country like India where banking-mnd 
cheque habits have not yet adequately developed, the expansion 
of currency must accompany an attempt at the expansion of 
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credit if the difficulties associated with a liigli bank rate are 
to be avoided. However, these seasonal increases in the bank 
rate to abnormal levels were detrimental to the economic 
in leresls of the country : the burden ultimately fell ui>on the 
/I'griculturist for financing the marketing of whose products 
Joans were generally needed. 

The Reserve Bank as a Co-ordinating Agency. With 
the establishment of the Reserve Bank in 1935 some of the 
-defects in India’s credit organization have alread5’ been removed, 
while others are expected to be removed in the near future. 
How far these expectations are likely to materialize is a different 
matter altogether. The one great advantage (which has already 
materialized; of the establishment of the Reserv'e Bank has been 
that currency and credit control have been unified, so that 
abnormal variations in the bank rate from time to time should 
be a thing of the past — unless of course, the bank deliberately 
adopts the policy of dear credit, in which case it would fail 
to justify its existence. With the establishment of the Reserve 
BVmk all the scheduled banks have become dependent upon the 
mew institution for credit facilities, and as the credit policy 
of the Reserve Bank is likelj’^ to be more liberal than that of 
the Imperial Bank, this development is likely to ease the 
•situation in that section of the money market which is controlled 
b}'’ modern banking institutions. Except in these particulars 
the organization of Indian mone}’^ market and the relationship 
of I'arious kinds of banking institutions remain what they were 
in pre-Reserve Bank days, and which we have described in the 
preceding pages. Therefore, the net result of the establishment 
of the Reserve Bank has been that currency and credit have 
come under a unified control and the scheduled banks (the Joint 
SlKjck and Exchange ' Banks) would now be able to secure 
cheaper and larger loans. 

But as the granting of credit facilities to Co-operative Banks 
would work in full blast only after the Agricultural Credit 
Department of the Reserve Bank has come into operation, we 
may say that agricultural credit has remained more or less un- 
affected by the establishment of the Reserve Bank. Again, as 
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indigenous bankers, wlio are largely responsible for financing 
the ovement of crops as well as a bulk of the internal trade of 
the country, have yet to be included in the Reserve Bank 
Schedule, from which it follows that the unification of ^he 
banking system of the country into a complex whole has yet' to 
take place, and therefore wide variations in the rate of interest 
from place to place are still as current as they were before the 
Reserve Bank was established. 

The question arises: will the Reserve Bank ever succeed 
in transforming the Indian money market into a closely-knit 
unit? It will all depend upon the relations of the Bank with 
the bazaar money market and the policy of indigenous bankers 
themselves. How many shroffs will be directly (as against 
indirectly through Joint vStock Banks) affected by the existence 
of the Reserve Bank will depend on the conditions on which 
they are put on the bank’s schedule. Again, the policy of the 
shroffs in regard to the organization of their business on. 
approved lines and their amalgamation into organized banks 
would also be strong determining factors. But as it would not 
be possible to bring all the shroffs and money lenders into the 
orbit of organized banking, the unification of the system appears 
to be a distant ideal. The direct grant of accommodation by 
the Reserve Bank to scheduled shroffs would affect the non- 
scheduled bankers and money lenders only to the extent to 
which they vdll in turn be able to get accommodation from 
their scheduled neighbours ; but taking into account the kind 
of security the smaller shroffs and money-lenders, especially 
the latter, are in the habit of offering, it may be taken as a 
foregone conclusion that the cheapness of money in the organized 
section of the money market will be but little reflected in the 

other section. >■' 

Possibilities of Extending Banking Facilities. It may ■ 
be argued that if it is impossible to bring the small shroff and 
money-lender within the field of tlie operations of the Reseiwe 
Bank, it may be necessary to eliminate them altogether by 
extending organized banking facilities, especially as such exten- 
sion is likqly to lead to the mobilization of the country’s idle 
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resources. Action on tliese lines is certainly desirable, but un- 
fortunately it is not a practicable proposition. We have seen 
that the Imperial Bank of India has to maintain a number of 
branches which do not pay their wa3'-. As banks are not philan- 
th/'opic institutions, we must not expect them to undertake 
un remunerative business. In these circumstances it is not 
possible to eliminate the small indigenous banker and the 
moue3"-lender, (though their field of operations may be gradually 
restricted) so that the Indian mone3'- market must of necessity 
remain divided for a long time into two sections, as is the case 
at present. Wide disparities in the rate of interest from place 
to place are thus inevitable, although a closer union of scheduled 
and non-scheduled bankers may materially reduce these 
■differences. 

The adequacy of the present credit facilities. The 

question at this stage arises: are the present credit facilities 
adequate to meet all the requirements of industry and com- 
merce in the country? Let us take the requirements of the 
internal trade first. The internal trade, as we have seen, is 
3 :)ling financed by indigenous bankers (shroffs), Indian Joint 
stock Banks, the Imperial Bank of India, and, to a small 
extent, the exchange banks. As all these bankers either already 
are, or will soon be, on the schedule of the Reserve Bank (thus 
availing themselves of cheap credit facilities), and as the res- 
sources of these institutions comprise the entire resources of 
organized banks in the country, we cannot but come to the 
conclusion that credit facilities in so far as internal trade is 
concerned, are now reasonably good. But from the qualitative 
point of view a good deal may be said against the financing of 
internal ti'ade, in consequence of the fact that the lower sections 
o^indigenous banking are not much affected by the operations 
of. the Reserve Bank, so that credit in this section though 
adequate to meet all the requirements of trade is still far from 
cheap. The same state of affairs prevails in the realm of foreign 
trade which is financed mainly by foreign exchange banks, and 
to a small extent by the Imperial Bank and Indian Joint Stock 
Banks. The machinery is extremely efficient and adequate. 
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but from the qualitative point of view it suffers from the over- 
whelming predominance of foreign banking institutions. The 
remedy, as we have already explained, lies in the establish- 
ment of an exchange bank by the State itself. \ 

The adequacy of credit facilities even from quantitative 
point of view is confined to the field of internal and external 
trade, and does not extend to production. The agriculturist 
is still mainly dependent upon the village money-lender for 
the supply of credit who charges abnormally high rates of 
interest. The Government has provided facilities for the grant 
of takkavi loans in order to enable the agriculturist to under- 
take permanent improvements, but the grant of these loans is 
so small and i^ subject to the fulfilment of so many difiicult 
conditions that few agriculturists ever think of availing them- 
selves of this offer. The Co-operative Credit Societies are also 
doing some useful work in the direction of prowding cheap 
credit, but compared to the magnitude of the agriculturist’s 
requirements in connection with permanent and semi-permanent 
improvements as well as current expenditure, their effoijts 
touch only the fringes of the problem of agricultural credit. 
Thus the money-lender is the only important source of credit 
suppl}^ ; and owing to high interest charges, his help cannot 
be of any use in productive operations. Agriculture thus 
remains more or less completely unprovided for in the matter 
of cheap credit. It yet remains to be seen how far the pro- 
jected Agricultural Credit Department of the Reserve Bank 
will go in making up this deficiency ; but as the bank will 
proceed through co-operative credit institutions, the extension 
of whose activities will depend upon the improvement of the 
agriculturist’s condition, it maj’’ be taken as a foregone conclu- 
sion that the problem of agricultural credit will not be solVed 
through the efforts of the Reserve Bank, unless there is a con- 
siderable improvement in the condition of the agriculturist,, 
which is not on the horizon so far. 

As regards the financing of handicrafts, it may be said that 
the arrangements are as inadequate as in the case of agricul- 
ture. The handicraftsman is at present financed solely by the 
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mahajan who charges high rates of interest, and besides imposes 
other obligations upon the worker in regard to the bu3dng of 
raw materials and the sale of finished articles. Co-o]ierative 
organization has hardly made its appearance among these 
'g'orkers, so that under the prevailing system a large part of 
the craftsman’s profits are taken awa}’- from him in consequence 
of the absence of credit facilities. Tlie salvation of handicrafts 
appears to lie in the organization of Co-operative Societies 
which maj’- receive credit facilities from tlie Reser\'e Bank 
directl}’’ or indirectl3^ But no such move has been made Iw 
the Government or an}' private organization. 

The problem of financing organized industries has also 
yet to be solved. The capital outlay is provided by share- 
capital, but industrial establishments invariably experience 
great difficulties in satisf5'ing their working capital requirements. 
These difficulties are due to the fact that there is no suitable 
organization in tlie country on which the manufacturing indus- 
tries can depend. The result is that many a promising indu.s- 
trial establishment in the country had to close down for want 
working capital. The Joint Stock Banks are the only source 
of accommodation at present, but seeing that manufacturing 
industries require loans for long temis and that the ability of 
ordinary commercial banks to finance these long-term loans 
is extremely limited, the extent to which industries can depend 
on Joint Stock Banks is extremely small as compared with their 
total requirements. The only way of overcoming these diffi- 
sulties would be to establish industrial banks ; but with the 
one important exception of the Tata Industrial Bank (which 
was started in 191S and was later amalgamated with the Central 
Bank of India) no systematic and conscious effort has been made 
^ proceed on these lines with a view to meeting the require- 
ilneuts of organized industries. As we have already said in a 
preceding chapter, it is the duty of the State, in the absence 
of private effort, to take steps to make up such deficiencies in 
the country’s economic organization. 

From ivhat we have said above it is obvious that the credit 
organization of India at the present time is in a position to 
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meet the requirements of the country in the direction of distri- 
bution only, and even that in a manner which is far from satis- 
factory. The financing of production is more or less com- 
pletely neglected. As we have indicated at various stages, if 
the solution of the problem is left to individual effort, Indians 
agriculture, industries and even certain sections of internal trade 
will have to wait till doomsday before an efficient machinery for 
meeting all their requirements becomes available. Once again 
the need of State action in the entire field of credit supply is 
apparent ; and, as in other fields of economic activity, a planned 
credit supply must form a part of general economic planning. 



CHAPTER XXI. 


PUBLIC FINANCE 

The Evolution of Indian Financial System. 

Financial Relations between the Central and Provincial 
Governments during the Pre-War Period. The history of 
Indian Financial organization runs parallel to the history of 
India’s general administrative and constitutional development. 
During the early British period the three Presidencies, and 
to some extent even the smaller provinces, were more or less 
independent of the Central Government in administrative 
matters, and this independence was reflected in the field of 
finance also. By the Act of 1833 the Presidency Governors were 
shorn of the greater part of their powers in the field of legisla- 
tiora and administrative control, and the Governor General in 
Cp'iiucil became both in theory and practice the Eexecutive head 
in the country. The Act also put all financial powers in the 
hands of the Central authority, reducing the Provincial Govern- 
ments to the position of mere spending department of the 
Central Government and as such subject to its control down to 
the minutest items. Under this arrangement tlie Central 
Government became the sole taxing authority in the country, 
and the various Provincial Governments received fixed amounts 
to meet their expenditure. Naturally enough when the income 
of the Provincial Governments was fixed and assured, they lost 
all incentive to economize or even to develop the areas under 
^th^ jurisdiction. This system, in spite of all its drawbacks, 
renJained in force till 1871 when Financial Settlements, involving 
the delegation of certain functions on the one hand and the 
allocation of certain sources of revenue on the other, were 
introduced by Ford Mayo’s Government. The delegation of 
fimctions (which was an important step forward in the direction 
of the development of the constitution of the country on federal 



570 


INDIAN KCONOMlCvS 


lines), involved the Iransfer of such departments of local 
importance as Police, Public works, Medical, Education, Regis- 
tration and Jails ; and in order to finance these transferred 
activities the Provincial Governments were given the receipts 
in connection with tlic transferred departments and fixed aniuV;'! 
grants from the Central Government. The Provincial Govern- 
ments were further empowered to raise funds by local taxation 
in case they found their revenues from these sources inadequate 
to meet their requirements. 

It is a noteworthy fact that the provincial settlements of 
1S71 made the provinces dependent upon grants from the Central 
Government to an undesirable extent in view of the fact that 
the various departmental receipts brought in but little, and all 
important sources of revenue were reserved by the Central 
Government for itself, so that the exploitation of new 
sources of revenue I'ielded little. And the grants from the 
Central Goveniment were not fixed for a term of years : they 
varied from year to year according to the means and require- 
ments of the Central Government itself, with the result that 
an element of uncertainty crept into the provincial budgets. 
In these circumstances it was not long before the difiiculties 
associated with the new arrangement became obvious and called 
for some more enduring remedies. I^Ioreover, it was realized 
that the transference of such de]iartments as General Adminis- 
tration, Justice, Land Revenue, Excise and Stamps to provincial 
control would be conducive to greater efficiencj’ and economy. 
Accordingly, in 1S77 their transference was effected, and in 
return for these additional activities the provinces were given 
income from excise, stamps and law and justice. The Govem- 
ment of India resen-ed for itself the right to claim half the 
increase in the net yield from these sources and on its P^jt 
undertook to share the deficit in the estimated yield if it eVer 
occurred. But this arrangement was not applicable to Assam 
and Burma. The settlement of 1870 recognised the extraordi- 
nary needs of Burma and Assam on account of their backward- 
ness, and gave, in addition to the revenue heads assigned to 
other provinces, a part of land revenue, income from forests and 
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export duty on salt and rice to Burma, while to Assam a part of 
land revenue was assigned. Thus under the new arrangement 
the heads of revenue came to be divided into three main classes 
according to whether they belonged wholly to the Central 
r.*^)vemment, or Provincial Governments, or both. 

The settlements noted above were destined to function but 
for a few 3’’ears as we find that in 18S2 the annual grants to the 
provinces were abolished and the sources of revenue were re- 
shuffled. Opium, salt, customs and commercial undertakings 
(such as railwa5's, post-office, telegraphs and mints) were 
retained by the Central Government ; Provincial Rates, Civil 
Departments, and Provincial Works were made over to the Pro- 
vincial Governments ; Rand revenue, stamps, excise, assessed 
taxes, forests, registration and irrigation were to be divided 
between the Central and Provincial Govenunents. At the same 
time the fields of expenditure were more clearly demarcated : 
defence, central administration, home charges, public debt and 
foreign affairs were retained b}^ the Central Government, while 
seduces of purely local importance such as law and order, sani- 
tation and public health, education etc., were put in charge 
of the Provincial Governments. The settlement in regard to the 
allocation of the sources of revenue was to come up for revision 
every five years, but the quinquennial settlements during 
the next twenty years had the same underlying principle. This 
revision of settlements, accompanied as it was by the appro- 
priation of provincial surpluses b}’’ the Central Government, 
made it difficult for the Provincial Governments to follow a fixed 
financial policy, so that in order to remove these defects. Lord 
Curzon’s Government made the then existing settlements 
semi-permanent in 1904 — subject to the condition that revision 
c^ild be effected in times of wars, famines and other contingen- 
cies and when changes of lasting and material character took 
place in the factors upon which those settlements were based. 
These settlements were made permanent in 1912, and remained 
in force till the inauguration of the Reformed constitution. The 
position, then, between 1912 and 1919 was as follows: The 
Central Government’s sources of revenue ' consisted of 
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customs, salt, opium, railways, mints, posts and telegraplis, 
receipts and tributes from the states, while under the heads 
which were assigned wholly to the provinces came forests, 
registration, receipts from various provincial departments (such 
as law and justice, education, jails etc.) and, in the case 
Bengal and Bombay there was excise in addition. Again, 
stamps, irrigation, excise (except in the case of Bengal and 
Bomba.v which got the entire revenue under this head), income 
tax and land revenue were the heads which belonged both to 
the Central and Provincial Governments. Expenditure on these 
heads was undertaken liy the Central or Provincial Govern- 
ments according as to who enjo3’’ed the revenue from them. 

But it must not be supposed that the Provincial Govern- 
ments were masters in their own house in financial matters. 
The Central Goveniment exercised a very rigid control over 
both the revenues and expenditure of the provinces. Nor had 
the Pro\dncial Governments any power to impose new taxes or 
to borrow funds. The result of these restrictions was that the 
Provincial Governments could take little initiative in matters 
concerning the development of their territories. And exacth: 
the same was the consequence of the dependence of the provin- 
ces on divided heads of revenue which were subject to 
interference b}’’ the Central Government. There was thus 
constant friction between the provinces and the Centre, so that 
the financial arrangements before the Montagu-Chelmsford 
Reforms were far from satisfactory from the point of view of 
the provinces. 

Financial Relations under the Reformed Constitution 

The Government of India Act of 1919 gave a semi-autonomous 
form of government to the Provinces, and the financial arrange- 
ments that followed separated more or less complete^ ths 
finances of the Provincial Governments from those of the Ceutrvjl 
Government. Under the new arrangement the divided heads of 
revenue were abolished, at any rate in principle, and the 
Imperial (or Central) heads of revenue consisted of customs. 
Income tax. Salt, Opium, Railways, Posts and Telegraphs, 
klilitary Receipts and Currency and ]\Iints, while the Provinces 
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were awarded Land Revenue and Irrigation, Excise, Forests, 
Stamps and Registration. But as under this arrangement the 
Government of India would have been exposed to heav5'’ 
ddfiicits, it was provided that the provinces should make fixed 
aiinual contributions to the Central Exchequer. Accordingly, 
in 1920 a Committee was appointed with Lord Meston as its 
Chairman to determine these provincial contributions for 1921-22 
and the following years. 

The Meston Award (or the proposals of the Meston Com- 
mittee in regard to financial contributions to be made annually 
by the provinces to the Central Exchequer) was by no means 
a scientifically planned scheme : in a nutshell, it merely 
demanded for the use of the Central Government a part of the 
additional income that accrued to the provinces as a result of 
the new distribution of revenue heads without caring to apply 
the principle of equity in making those demands or talcing into 
account the requirements of tlie provinces themselves under 
the new constitution. The Meston Committee’s estimates of 

t 

aqilitional yield and their proposals in regard to initial contri- 
butions in 1921-22 and standard contributions at the end of 
seven years are shown in the following table. 


Standard 






Initial con- 
tributions 
in 1921-22. 

Percentage 

contribu- 

Province. 

Additional 

Income. 

of total 
contribu- 
tion. 

tions after 

7 years : 
percentage 





of total. . 


Rs. (Lakhs) 

Rs. (Lakhs) 



Bengal 

1,04 

63 


19 

Bombay , 

93 

56 

5i 

13 

Madras 

5,76 

3,48 

35i 

17 

^^njab. 

2,89 

1,75 

18 

9 

United Provinces 

3,97 

2,40 

24i 

18 

Burma 

2,46 

64 

6 i 

6 i 

Bihar & Orissa 

51 

nil 

nil 

10 

Central Provinces 

52 

22 

2 

5 

Assam 

42 

15 


2 i 

Total 

... 1,850 

9,83 

100 p.c. 

100 p.c. 
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The scheme of standard contributions as finally adopted by 
the Joint Parliamentary Committee was based upon the Meston 
Award with tlie difference that all provincial contributions were 
imiformly reduced by ten per cent.* The calculations of l^he 
Meston Committee, however, turned out to be far too optimistPi,'; 
the expected surpluses in the provincial budgets turned into 
hea-\^ deficits owing chiefly to the fact that some of the pro- 
vincial heads of expenditure tended to become more costly under 
the Reformed constitution. Again, inter-provincial jealousies 
once again made their appearance in an intensified form: the 
agricultural provinces complained that their burden was dis- 
proportionate to their means and resources while Bombaj’- and 
Bengal (which are the two leading industrial provinces and 
therefore pay a large part of income tax) could not regard the 
almost complete loss of income tax revenue with equanimity. It 
\vas in these circumstances that all the provinces began to 
demand, as if in a chorus, the abolition of their contributions. 
Tuckily for them, the finances of the Central Government began 
to register a steady improvement, so that the grant of relief 
became a practicable proposition. In 1925-26 permanent remis- 
sions aggregating Rs. 2.5 crores were granted to the Punjab, 
Madras, United Provinces and Burma, and in the following year 
these prownces received further remissions aggregating Rs. 1.25 
crores. In 192S-29 all provincial contributions were completely 
abolished. 

Defects in the Existing System. But in spite of the 
fact that the provinces are no more under the burden of com- 
pulsory contributions, the financial position of some of them is 
far from satisfactory ; and this unsatisfactory state of provincial 
finances is due to certain defects which are inherent in the 
financial arrangements that came into operation with the inaugu- 
ration of Constitutional Reforms in 1921. In this connection 'ive 

* The Meston Committee had also proposed that in order to,. give 
the provinces some interest in the collection of income-tax on behalf 
of the Imperial Government 3 pies per rupee on the increase above 
the income from this source in the j'ear 1920-21 should be made over 
to them; and this proposal was also accepted. 
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might profitablj’’ stud}’^ the exiienditure side first. The Reform 
Act of 1919 made the Provincial Governments responsible for 
justice and the maintenance of law and order as well as for such 
nation-building activities as agricultural and industrial develop- 
riil-nt, education, public works, sanitation and medical relief — 
activities that in the present state of country’s moral and material 
development would require expenditure on an ever-increasing 
scale. To finance these activities the Provincial Governments 
have been allotted sources of revenue which are either static 
(like the land revenue which is the backbone of provincial 
finance) or are actually showing a tendenc}'’ to decline as the 
excises are at the present time. In these circumstances it is not 
to be wondered at that all nation-building activities are being 
starved all over the country for lack of funds. As against this 
the Central Government is responsible only for functions of all 
India character, such as defence, foreign affairs, public debts, 
railwa3^s, posts, and telegraphs, which are either commercial 
(and therefore profitable) activities, or which do not at all 
fa'^ourably influence the material or intellectual progress of the 
cbuntr5L The commercial activities are in normal conditions a 
source of profit, or at any rate are self-supporting, so that they 
may be left out of account. But as we shall see later on, more 
than three-quarters of the Central Government’s expenditure 
is accounted for by such activities as defence, debt service, 
revenue collection and civil administration. These services, far 
from demanding growing expenditure, ought to be subject to 
pruning operations ; and to feed them tlie Central Government 
has monopolized such growing and elastic sources of revenue as 
customs, income tax and salt (which are responsible for 
nearly 85 per cent of the Central Government’s revenues). 


Obviously enough so long as the present distribution of revenue 
heads between the Centre and the provinces remains in force, 
the nation-building activities will continue to suffer for want of 


funds. 


Another defect from which the present system suffers is 


that it tends to introduce inequalities among the provinces by 
subjecting them to varying degrees of burden in the matter of 
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Imperial revenues. Customs and income tax, which are together 
the mainstay of the Central Government', do not deprive all the 
provinces of their revenues to an equal extent, while the various 
revenue heads allotted to the provinces do not yield anythi^ng 
like an equal percentage of total provincial revenues in all casfe. 
The inequalities thus introduced are illustrated by the fact that 
under the Reformed constitution the increase in the income of 
the various provinces has shown startling variations : on the 
one hand we have the Punjab whose average income during the 
three years ending 1932-33 showed an increase of nearly 140 per 
cent over the average for the last three pre-war years, 
and on the other extreme stands Bengal' whose income 
has increased by only about So per cent during this period. The 
result of these inequalities has been that the efficiency of seiAuces 
has suffered in certain pro\dnces, and additional expenditure on 
nation-building services incurred since the introduction of the 
Reforms shows wide variations from place to place : the agricul- 
tural provinces of Madras, the United Provinces and the Punjab 
showing the highest increases and the Industrial Provinces^ of 
Bengal and Bombay the lowest. 

Powers of Borrowing and Levying New Taxes. In the 
pre-Reform days, when the finances of the pro\dnces were subject 
to the control of the Central Government, the provinces did not 
enjoy any power to borrow directly or to le\y new taxes ; the}’' 
could borrow only through the Central Government, and they 
had to be content wdth the sources of revenufe allotted to them 
by the Government of India. Since the inauguration of the 
Montagu-Chelmsford Reforms, however, they have been given 
the right to borrow in the open market to finance various well- 
defined development schemes such as irrigation, forests, com- 
munications, reclamation etc. But even in connection with tb^e 
activities the provinces cannot, even now, raise loans without 
the previous sanction of the Central Government, whose approval 
in the matter of terms on which loans are proposed to be raised 
as well as of provision in regard to interest and sinking fund 
charges has got to be obtained. Similarly, the Secretary of 
State’s approval is necessary in the case of loans raised outside 
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India. These restrictions appear to have been imposed with a 
view to maintaining the financial stability of the provinces by 
preventing them from embarking upon schemes of too hazardous 
a ,'cliaracter ; but as the interests of an autocratic centre are likely 
to be diametrically opposed to the interests of pseudo-democratic 
provinces, especially in the economic field (and it is for their 
economic development that loans are to be raised b^^ the pro- 
vinces) these restrictions must adversely affect their economic 
development. As regards the exploitation of the new 
sources of taxation, certain heads were scheduled as reserved 
for Provincial Governments, while the residuarj’- powers 
of taxation were left in the hands of the Central Government 
under the Reformed constitution. Under this arrangement 
naturall}’’ the Provincial Governments could impose a new tax 
falling within the schedule unthout the sanction of the Central 
Government. The provincial schedule contained taxes on land 
used for non-agricultural purposes, taxes on succession, taxes 
various forms of betting permitted by law, and taxes on 
advertisements, amusements and any specified luxury. These 
sources of revenue, however, cannot be expected to yield much 
over and above the cost of collection, so that it is not to be 
wondered at that with the exception of Bombay, Bengal and 
Burma, the Provincial Governments have not cared to exploit 
them. The needs of the provinces are far too great and urgent 
to be met by the exploitation of these paltry sources of revenue : 
obviously nothing short of a thorough overhaul of the whole 
system, which takes full account of the requirements of the 
various governmental authorities, would meet the requirements 
G.Vthe situation. The various defects in the existing system have 
been recognized by the authors of the Reform Act of 1935 ; but 
the changes which have been proposed as a result of the realiza- 
tion of the existing drawbacks shall be discussed after we have 
acquainted ourselves with the financial condition of the. Central, 
and Provincial Governments. 

37 
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Finances of the Central and Provincial Governments, 

Budgetry Position in the pre-Reform Period. For-a number 
of years before the outbreak of the Great War the Government 
liad been enjoying substantial surpluses. Between 1900 ai^d 
1914 these surpluses aggregated nearl}^ Rs. 60 crores. With the 
outbreak of war, however, the pendulum swung in the opposite 
direction ; in 1914-15 the Government had to face a deficit of 
over Rs. 6 crores owing chiefly to a fall in income from the rail- 
ways and customs. The provincial revenues also registered a 
substantial decline owing to reductions under all heads— land 
revenue, excise, stamps and forests. Meanwhile, the expendi- 
ture of both Central and Provincial Governments was show- 
ing a tendency to rise rapidly owing to the exigencies of the 
war. In 1915-16 the Government budgeted for a deficit which 
was not covered with new taxation on the belief that the war 
would come to an end before the end of the year. But as the 
^var dragged on, the governmental expenditure increased by 
leaps and bounds ; and to make up the deficiency the Govern- 
ment was compelled to resort to a heavy enhancement of taxes 
and a reduction of expenditure all round, except the military 
expenditure. The result was that the 1916-17 and 1917-18 
budgets once again showed substantial surpluses. But in the 
following year there started once again a run of heavy deficits 
(for which the Afghan war of 1919, the failure of monsoon in 
1920, the post-war trade depression, exchange difficulties and 
increase in civil and military expenditure were responsible) 
which lasted till 1922-23. These deficits aggregated Rs. 100 
ci-ores which were covered partly by raising new loans and partly 
by inflating paper currency. 

Deficits during the early Reform period and the appoin’^t- 
ment of the Retrenchment Committee. The Reform Act 
of 1919 thus came into operation (in 1921) with a prospect of 
heavy deficits both for the Central and Provincial Governments. 
In 1921-22 the provincial budgets were separated from the 
Central budget, and the new provincial Governments began their 
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career with deficit budgets. There were three alternatives for 
both the Central and Provincial Governments : retrenchment, 
more taxation and both together. Both the Central and Provin- 
cial Governments tried to solve their financial difficulties by- 
resorting to heavier taxation. But when the year 1921-22 ended 
with deficits, and when the prospects of balancing the budgets in 
the ensuing year by still higher taxation also vanished, the truth 
at last dawned upon the Government that the limits of taxation 
under the existing conditions had been reached and that the 
road to solvency lay through a drastic retrenchment. And find- 
ing itself unable to resist the claims of the various spending 
Departments, the Government of India appointed a Committee 
under the Chairmanship of Lord Inchcape to suggest means of 
pruning its expenditure. The Committee recommended certain 
cuts in expenditure on various services which were calculated 
to bring about a saving of nearly Rs. 19.25 crores. These cuts 
were; as follows : Defence Services, Rs. 10.5 crores ; Railways, 
Rs.^4.5 crores ; Civil Administration, Rs. 2.19 crores : Posts and 
Tel-%raphs, Rs. 1.3 crores. These recommendations were 
accepted by the Government of India, but it could not see its 
way to cutting down its expenditure at once exactly in accord- 
ance with the Retrenchment Committee’s programme. The 
1923-24 budget, however, contained a reduction of Rs. 11.35 
crores in expenditure, of which Rs. 6.6 crores was accounted 
for by non-military items. These measures were expected 
to reduce the deficit to about Rs. 6 crores ; and in order to cover 
this deficit and to get a small surplus with one stroke the 
Government doubled the salt tax from Re. 1-4-0 to Rs. 2-8-0 per 
maund. As regards the provinces, it may be said that they had 
all^^jj-liong been pinning their faith on the abolition of their con- 
tributions to the Central Government ; but when in 1922-23 they 
realized that their remissions were as far off as ever, they pro- 
ceeded to put their own house in order by cutting down their 
expenditure and imposing heavier taxation. In pursuit of this 
goal they were helped by trade revival as well as by the restora- 
tion of normal conditions in the political field. However, the 
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year 1923-24 saw the beginning of a short series of balanced 
budgets. 

The finances of the Central Government during recent 
years. But the improvement in the finances of \the 
Central Government, .which began in 1923-24, was not 
destined to last for long. Various factors, such as 

high exchange rate (which reduced the Central Govern- 
ment’s foreign obligations), the revival of trade, and 
industry and the maintenance of a high level of taxa- 

tion despite a heavy fall in incomes and prices, helped to 
bring about surpluses during the next three years, which 
encouraged the Government to abolish provincial contributions. 
The Government of India, however, could not easily fill up the 
gap caused by the remission of provincial contributions ; and in 
the year 1927-28 started a series of deficits that continued for the 
next five years. In 1927-28 the deficit amounted to Rs. 2.21 crores 
which was covered by transfers from the Revenue Reserve Fund ; 
and in the following year there was again a deficit of Rs. 1.06 
crores which was met from the same source. These small deficits 
can directly be attributed to the cessation of provincial contri- 
butions: the revenues of the Government had not recovered 
sufficiently to enable it to do without these contributions at a 
time when its expenditure instead of coming down was actually 
showing an upward tendency. In 1929-30 heavy extraordinary 
expenditure was undertaken in connection with broadcasting. 
Banking Enquiry, agricultural research, payment of higher 
bonuses on cash certificates, appointment of new Trade Commis- 
sioners on the Continent of Europe etc., while on the other hand 
contributions from the railways to the general revenues declined 
heavily. The result was that on the basis of the year’s taxation, 
the year ended with a deficit of Rs. 5^ crores. ' ‘j. 

The Government tried to balance its budget in the following 
year by showing a reduction of Rs. 80 lakhs in its military 
estimates, and Rs. 62 lakhs in civil estimates, and by enhancing 
the customs duties and income tax so as to yield an additional 
revenue of Rs. 5.10 crores. By these means the deficit of the 
preceding 3'’ear w’as to be converted into' a surplus of Rs. 86 
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lakhs in 1930-31. But the j’^ear 1930-31 found India in the grips 
■of trade depression, and in consequence the yield from all the 
important heads of revenue, especially customs and income tax, 
registered a heavy decline. Moreover, expenditure increased in 
coVisequence of the civil disobedience movement. The result 
was that, instead of a suiplus, the year ended with a deficit of 
Rs. 13.56 crores which the Finance Member did not propose to 
■cover but to add to the unproductive debt. In 1931-32 the 
Finance Member expected an all round fall in revenues resulting 
in a net deficit of Rs. 17.24 crores. The expenditure on defence . 
services was reduced by Rs. 1.75 crores, on civil administration 
by gS lakhs, and thus the deficit was reduced to Rs. 14.51 crores. 
This the Finance Member proposed to cover by an increase in 
customs duties on some articles of luxur}'- (liquors, sugar, silver 
bullion, betelnuts, spices and exposed cinema films) and by an 
.all round proportionate increase in the income tax rates. But 
in spite of these measures the earnings of railways and revenues 
from customs and income tax continued to show a down-ward 
trfjtid on account of the worsening of the trade depression. 
I-r^ecting an enormous deficit of Rs. 19.55 crores on the year’s 
working and Rs. 39 crores in the current and the ensuing year 
together, the Government came forward with a Supplementary 
Finance Bill in September, 1931. In order to fill up the gap it 
was proposed (a) to reduce expenditure by retrenchment, (b) to 
impose an emergency cut of 10 per cent, in salaries and (c) to 
impose fresh taxation. Retrenchment measures were expected 
to bring about a saving of Rs. 7.30 crores (Rs. 2.80 crores in civil 
•expenditure and Rs. 4.50 crores in military expenditure) during 
the iS months ending March, 1933 and salary cuts were expected 
to save Rs. 2.50 crores, thus bringing the total savings to Rs. 9.80 
■c^^res in 18 months. As regards new taxation proposals, the 
Supplementary Budget imposed a surcharge of 25 per cent, on 
the existing rates on all taxes with tlie exception of customs 
export duties. The surcharge on income tax was to be 12}^ per 
•cent, for the year 1931-32 and 25 per cent, for 1932-33. Again, 
the income tax exemption limit was reduced from Rs. 2000 to 
R.S. 1000, and incomes between Rs. 1,000 and Rs. 2,000 were 
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subjected to a tax of 4 pies per rupee. Special increases were 
proposed in certain cases: duty on artificial silk piece goods 
was increased from 20 per cent, to 40 per cent. ; on artificial silk 
yarn from 10 per cent, to 15 per cent. ; on brown sugar from 
Rs. 6-12-0 to Rs. 7-4-0 per cwt. ; in the case of boots and shwes 
20 per cent, (as before) or 4 annas per pair whichever was higher ; 
and on camphor and electric bulbs it was increased from 20 to 40 
per cent. These articles were further to be subject to a sur- 
charge of 25 per cent, over and above the special increases in 
customs duties on them. Thus the Supplementary Budget 
brought the level of the general revenue tariff to 25 psr cent. 
In the face of these developments the Government claimed to 
be justified in imposing a duty of 10 per cent, on machinery 
and dyes and of ^4 amia per pound on raw cotton — articles 
which were hitherto free of duty. Tastly, with a view to 
covering the deficit in the working of the Post and Telegraph 
Department, the inland letter postage was increased from i anna 
to 1% annas and the post card rate was increased from 6 pies 
to 9 pies. The full effects of these retrenchment and taxation 
measures were not expected to be apparent till the year I 932 " 33 i 
so that the year 1931-32 was expected to close with a deficit of 
Rs. 10.17 crores, and in the following year a surplus of Rs. 5.23 
crores was expected. But these expectations were not destined 
to be realized: by the end of the financial year 1931-32 it 
became obvious that the year would close with a deficit of 
Rs. 13.66 crores and that the surplus for the year 1932-33 would 
be only Rs. 2.15 crores. The trade depression had increased in 
intensity, so that the estimates in regard to customs duties, 
especially those on sugar, cotton piece goods, silver and liquors 
had been vitiated on the one hand, and on the othei the 
expected contributions from the railways were no longer forth- 
coming. But in spite of these discouraging results and expecta- 
tions, the 1932-33 budget was based on the lines (both in regaid 
to revenue and expenditure) laid down in the Supplementary 
budget of September 1931. 'The expectation in regard to a 
surplus of Rs. 2.15 crores, however, materialized but only partly, 
as the year actually closed with a surplus of only Rs. 1.55 crores- 
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This was in spite of the fact that savings aggregating nearly 
Rs. 2 crores had been effected in interest payments as a result 
of conversion operations. 

The budget for 1933-34 restored half the cuts in salaries, but 
Die loss was made up to some extent by an increase in income 
tax owing to the removal of exemption from surcharge on the 
salaries of Government servants. At the same time customs 
returns were put at a lower figure (to the extent of Rs. 104 lakhs) 
owing to reduced imports of sugar (as a result of protective 
tariff) and cotton piece-goods. As a result of these changes it 
was expected that the surplus would be reduced to Rs. 42 lakhs 
as against Rs. 2.15 crores shown in the revised estimates 
for 1932-33. But as a result of providing Rs. 3 crores 
for debt reduction instead of Rs. 6.89 crores due under the debt 
reduction convention, the year closed with a surplus of 
Rs. 129 lakhs. The Government proposed to set aside this sum 
for earthquake relief in Bihar. The budget for 1934-35 showed 
that, as compared vvith the previous year, the Government 
{^^xpected a drop of Rs. 2.80 crores in revenue (chieflj’’ as a result 
-'of fall in customs duties on sugar, machinery and 
cigarettes) and an increase of Rs. 2 lakhs in expenditure. But 
as a surplus of Rs. 129 lakhs had been expected on the preceding 
year’s working, it was considered necessary to find Rs. 153 lakhs 
in order to balance the budget. To make up the loss the 
Government proposed an excise duties of Re. 1-5-0 per cwt. on 
factory made sugar. This duty alone was expected to yield 
Rs. 1,47 lakhs. The duty on imported raw tobacco' (to offset 
• the protective effects of duty on cigarettes) and cigarettes was 
also enhanced, and was expected to yield Rs. 30 lakhs. The 
duty on silver was reduced from 7/^ annas per ounce to 5 annas 
v|hd tlie yield was expected to improve by Rs. 4 lakhs. The 
export duty on raw hides was abolished resulting in a loss of 
Rs. 5 lakhs. By these means a net improvement in revenue of 
Rs. 1,69 lakhs' was expected which after covering the defi- 
ciency of Rs. 1,53 lakhs was expected to leave a surplus of 
Rs. 16 lakhs. The budget further contained provisions for the 
surrender of half the jute export dut}’- to the various jute-pro- 
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duciug provinces, the resultant loss to the Central revenues to 
be made up by an excise duty of Rs. 2-4-0 per gross on niatclies 
made in Ilritish India. Tliis was expected to increase the .surplus 
to Rs. 19 lakhs. The vSelect Committee, however, altered the rate 
of duty according to the principle that the duty should be fixec/ 
at one ru])ce per gross of boxes containing on an average 
40 matches, and that the boxes containing 60 and So matches 
should be subject to correspondingly higher rales. As a result 
of these amendments the expected surplus was reduced to 
Rs. 10 lakhs. The revised estimates for the year, however, put 
the .surjilus at Rs. 3.27 crorcs, and this improvement was princi- 
pally due to an unexpected rise in customs revenue. 

At the end of the financial year 1934-35 the Government 
found itself with a total surplus of Rs. 3.S9 crores, which was 
composed of Rs. 62 lakhs for 1933-34 fintl 3.27 crores for 
the current )"ear. In his budget speech of 1935 the Finance 
Member announced that this surplus he intended to utilise in 
the following manner : Rs. i crore to be distributed among the 
provinces for rural development ; Rs. 40 lakhs to be contributqil 
to the Government of India’s reserve in the Road Development'' 
Fund ; Rs. 25 lakhs for schemes of development in the North- 
West Frontier Province, chiefly in connection with the develop- 
ment of roads in the tribal areas ; Rs. 20 lakhs for the 
development of broadcasting ; Rs. 93 lakhs for the development 
of civil aviation ; Rs. 36 lakhs for the transfer of the Pusa 
Institute to Delhi. This would leave a balance of Rs. 75 lakhs 
which the Government proposed to utilize in making an 
additional allotment for the reduction of debt. 

The budget for 1935-36 put the total revenue (excluding 
railways) at Rs. 90.19 crores, which w'as Rs. 3.06 crores better 
than the original estimates for 1934-35, or Rs. 81 lakhs lesjp,. 
than the revised estimates for the same year — on the assumption 
that no change was introduced in the basis of revenue 
or expenditure. Encouraged bj^ these figures, the Finance 
Member announced the abolition of 5 per cent, cut in the salaries 
of Government servants. On the revenue side the budget pro- 
vided for (a) the reduction of duty on silver from five annas to 
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two annas per ounce, (b) the abolition of 5 per cent, export 
duty on ra^v skins, and (c) the reduction of income lax on 
incomes between Rs. 1,000 and Rs. 2,000 and of surcharge on 
tax on higher incomes by one third. By these means the 
expected surplus was to be almost completely disposed of. But 
the 1936-37 budget has revealed that the Finance IMember was 
unduly cautious not onl5>- in forecasting the revenues for 1935-36 
but also in presenting the revised estimates for the preceding 
3'ear. The linal accounts for 1934-35 have shown a surplus of 
Rs. 4.95 crores instead of Rs. 3.27 crores as anticipated in the 
revised estimates (the excess of Rs. 1.6S crores over the revised 
estimates being due to an increase of Rs. 1.50 crores under 
customs, Rs. 30 lakhs under income lax, Rs. 24 lakhs under 
posts and telegraphs, and Rs. 19 lakhs under currency and mint, 
this being partially counterbalanced by a fall of Rs. 55 lakhs in 
salt revenue) ; while the revised estimates for 1935-36 have put 
the surplus at Rs. 2,42 crores (after providing for an additional 
expenditure of Rs. 1.17 crores) instead of the originalh' budgeted 
Rjt 6 lakhs. This excess of Rs. 3.53 crores was due to improve- 
tnent in sugar duty (Rs. 1.S5 crores), income tax (Rs. 40 lakhs) 
mint, post and telegraphs and customs duties in general. The 
realized surplus of 1934-35 is to be utilized in the following 
manner : Rs. 30 lakhs for agricultural research, Rs. 10 lakhs 
for the Research Fund Association, Rs. 5 lakhs for assistance 
to cottage industries and Rs. 20 lakhs for broadcasting. The 
balance of the above surplus (Rs. loS lakhs) is to be given to the 
Provinces on the basis of rural poinilation for the promotion of 
rural uplift schemes. From the surplus of 1935-36, the newl}’’- 
created provinces of Sind and Orissa are to be given Rs. 17^ 
lakhs for Government buildings, and the balance of Rs. 197 lakhs 
iS(to be put into the Revenue Reserve Fund in order to tide over 
tli'e first year of provincial autonomy under the new constitution. 
As regards the provision for the year 1936-37, it is estimated 
that on the existing basis the total revenue (excluding railways) 
would amount to Rs. 87.35 crores and expenditure would be 
Rs. 85. 30 crores, thus leaving a surplus of Rs. 2.05 crores. 
This surplus is to be distributed as follows : tax on incomes up 
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lo Rs. 2,000 to be abolished ; the present surchage on income 
‘uix and supertax to be halved ; the weight of onc-amia letter 
is to be increased from half tola to one tola. The last four 
budgets show that the Finances of the Central Government have 
been put on a sound basis — in the sense that, far from relrene^ii- 
ing, the Government can now actuall}’ increase its expenditure 
with impunity, and manage to take adequate funds out of the 
pockets of the people to meet those requirements. 

Provincial Finance during recent years. The history 
of Provincial finance during recent 5'ears is one long narrative 
of deficit budgets. ' We have seen that in 1923-24 some of the 
provinces were able to show surpluses (after two years of deficits) 
as a result of improvement in revenues on the one hand and 
reduction in expenditure on the other. Thereafter botli revenue 
and expenditure began to increase more or less equally, so that 
although some provinces found themselves with deficits, others 
managed to balance their budgets. In 1926-27, however, the 
tide once again turned against the provinces : Bombay, Bengal, 
Burma and Bihar and Orissa experienced a fall in their revenues, 
so that they had to face heavy deficits in spite of the partial 
remission of contributions to the Central Government. In 
1927-2S the provincial contifibutions ceased and the provincial 
revenues improved ; but although some provinces could now 
balance their budgets, many of them still ran into deficits. In 
the following year many of the provinces found their revenues 
reduced, while provincial expenditure on an aggregate increased 
p_s, 1. 41 crores. The result was that pro\incial deficits 
in that year aggregated Rs. 1.42 crores. The 3'^ear 1929-30 
saw the beginning of the trade depression, and the fall in prices 
and resulting loss of purchasing power adversely affected almost 
all the provincial heads of revenue, more particularly laijicl 
revenue and excise, which together form the backbone of pro- 
vincial finance. Tre Provincial Governments made no attempt 
to adjust their expenditui'e according to changed circumstances 
— as a matter of fact the estimates for 1929-30 actually showed 
considerable increases in expenditure — with the re.sult that a 
large number of provinces had to face heavy deficits. These 



'PUBUC FINANCE 


587 


deficits became universal in 1930-31. In 1931-32 some of the 
measures adopted by the Central Government (such as reti'ench- 
ment and temporary salary cuts) with the object of reducing 
expenditure were also adopted by the Provincial Governments ; 
'out as these measures were not backed by new and heavier 
taxation (which the provinces could not very well adopt on 
account of various limitations we have already noticed), their 
financial position improved but slowly and imperceptibly. In 

1931- 32 only Madras and Burma had balanced budgets ; in 

1932- 33 all provinces excepting Bengal, Burma and Assam had 
balanced budget ; in the following year all provinces excepting 
the Punjab, Madras,' and Bombay ran into deficits ; in 1934-35 
only the Punjab and Madras had balanced budgets ; and the 
revised estimates for 1935-36 show that not a single province 
has been able to pay its way. The year 1936-37 is equally 
gloomy : only Bombay has presented a balanced budget, and even 
thi.t; province would have not stood out as an exception had it not 
been for the separation of Sind from it. From April i, 1936, 

newly created provinces of Sind and Orissa have begun to 
-function ; but they, like the North-West Frontier Province, will 
be able to pay their way only with the help of subventions from 
the Central Government, which have been provisionally fixed 
for the year 1936-37 at Rs. 108 lakhs for Sind and Rs. 50 lakhs 
for Orissa. 

Revenues of the Central Government. 

Classification of Indian revenues. Government revenues 
may conveniently be classified, according to the nature of their 
source, into taxes proper, profits from commercial undertakings 
‘“j.|nd charges for services rendered, income from State domain, 
and income from miscellaneous sources, such as tributes, fines, 
fees etc. Following this classification, Indian revenues may be 
grouped as follows : 

I. Taxes — customs, income tax, land revenue, salt tax, 
excise, stamps, registration and opium ; 
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2. Commei'cial undertakings — Railways, posts and tele- 

graphs, and irrigation ; 

3. State domain — forests, land,- etc. ; 

\ 

4. kliscellaneous — tributes from native states, fees, fineSf 

etc. 

Table A clearly shows the relative importance of the 
various sources of revenue to the Central and Provincial Gov- 
ernments. But the position the various sources of revenue 
occupy in the revenue system of India as a whole at the present 
time is the result of a long series of changes that have taken 
place in the economic organization of the country itself during 
the last 75 j'ears. Before, therefore, we examine the revenue 
S3'Stem as a whole, we must form an idea of the importance of 
each source of revenue to the Central and Provincial Govern- 
ments and see how they have come to occupy their present 
position. We shall first deal with the Imperial sources of 
revenue. 

I. Customs. Until compartivelj’^ recently customs dutiej 
occupied an unimportant .place in India’s financial sj'stem. I12- 
the 5'ear 1900, when a 5 per cent, ad valorem duty on imported 
goods was in operation, the gross income from this source 
amounted to only Rs. 4.9 crores, which accounted for a little 
over 5 per cent, of the total revenues of the Government. (To 
counteract the protection given b\’’ this duty to the Indian cotton 
mill industrj^, a counter\’’ailing excise duty of 5 per cent, was 
imposed on jmrns of 20 counts and above produced in India). 
Except for the imposition of higher import duties on 
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TABLE A. 

Central and Provincial Revenues in India in 1928-29 
& 1935-36 (In thousands of Rupees). 


192S-29 1935-3G (Biutgets). 


Heads of Revenue, 

Central. 

Provin- 

cial. 

Central. 

Provin- 

cial, 

Principal Heads of Revenue, 

Customs 

49,28,01 


51,84,00 


Taxes on Income 

16,70,34 

35,35 

16,40,00 

4,75 

Salt 

7,59,93 


8,73,00 

3,52 

Opium 

3,20,59 


61,16 


Land Revenue 

3S,32 

32,77,89 

20,04 

33,00,62 

Ivxcisc 

52,72 

19,44,99 

39,82 

14,01,47 

Stamps 

30,82 

13,42,23 

45,25 

11,96,72 

Forests 

25,97 

5,52,72 

10,75 

3,33.31 

Rcp:istration 

1,62 

1,41,78 

99 

1,18,18 

Tributes from Indian States ... 

74,41 


75,60 


Scheduled Taxes 


43,0s 


40,46 

Total 

79,08,72 

73,38,00 

79,49,21 

64,65,33 

Railways (Net Receipts) 

37,48,76 

2,92 

32,25,45 

1,99 

Irrigation (net Receipts) 

9,40 

7,60,97 

14 

0,80,47 

Post and Tclegraplis (net 

Receipts) 

7,41 


70,52 


Interest (debt scrv'icc) 

2,80,03 

2,35,35 

72,56 

1,99,67 

Civil Administration 

1,00,94 

4,41,92 

92,75 

5,32,66 

Currency and ^lint 

2.88,33 


1,07,01 


Civil Works ... 

17,05 

1,08,15 

23,30 

2,00,20 

iMiscellancous 

89,47 

1,89,08 

50,63 

1,44,32 

IMililary Receipts 

3,39,37 


4,92,77 


IMisccllaneous adjustment bet- 
ween Central and Provincial 

'•3 Governments 

2,92 

2,92 


2,28,32 

Extraordi)wry Items. 

Ivxtraord inary Receipts 

30,47 

75,31 


1,00,26 

Transfer from Revenue Reserv^e 

Fund 

74,15 




Total Revenue 

1,28,97,02 

91,48,76 

1,21,00,34 

86,19,28 
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silver bullion and kerosine oilj the general level of import duties 
remained at 5 per cent, till 1916-17. As regards export duties, it 
inaA' lie said that the general rate of 3 per cent, ad valorem 
which had been in operation up to i860 was abolished in lha| 
year in order to encourage the export trade : export duties were 
gradually taken off, and in iSSo only the duty on rice remained 
on the export tariff schedule. But although the years 1900-13 
witnessed no change of importance in the field of customs tariff, 
the income from this source increased to Rs. ii crores (gross) 
b.v the year 1913. This increase was entirely due to the expan- 
sion of India’s import trade during the period under considera- 
tion. 

Since 1916 changes of far-reaching importance have taken 
place in the field of Indian customs tariff. These changes have 
been (a) gradual increase in the general level of customs duties, 
(b) the introduction of protective tariffs, and (c) the introduc- 
tion of preferential duties. All these three changes have been 
inspired by different motives : the gradual increase in customs 
duties is the direct outcome of a sharp and heavy increase in 
governmental expenditure ; protective tariffs on certain 
classes of manufactured articles have been introduced with a 
view to encouraging the development of certain industries ; 
preferential duties on certain British manufactures are the 
upshot of trade agreements with Britain whereby mutual con- 
cessions in the matter of customs duties (as against other 
countries) are supposed to bring benefits to both the contracting 
parties. We have already discussed the progress and implications 
of the various preferential and protective duties in connection 
with imperial preference and organized industries, so that we 
shall now confine our attention to the subject of increase in 
.the general level of customs duties. ; 

In order to meet the situation created by increased 
expenditure during the war, the Government felt it necessary 
to increase its revenues, among other things, by exploitifig 
the customs tariff. The general ad valorem duty on imports 
was increased in 1916 from 5 per cent, to per cent. — cotton 
piecegoods remaining untouched till the following year in the 
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interests of Lancashire. In order to balance the budgets these 
duties were again raised to ii per cent, in 1921-22 and to 
15 per cent, in the following year — cotton goods remaining 
subject to II per cent, as in the previous year. The increases 
iiitroduced in 1921-22 and 1922-23 however, were of a more 
serious character than would appear at first sight. Goods 
subject to special rates of duty were so extensive and varied 
in character that the new tariff schedule revolutionized the 
whole tariff system. Goods were classified according to their 
character and their revenue-yielding capacities, and import 
duties were imposed with a heavj’^ hand. In 1922-23 the import 
duty on sugar was increased to 25 per cent. ; the specific duty 
on matches reached Ls. 1-8-0 per gross level ; such luxurj' 
goods as watches, silk piecegoods, motor cars, cinema films etc., 
were subjected to an import duty of 30 per cent. ; duties on 
cigarettes and cigars were raised to 75 per cent. ; kerosine and 
petroleum were subjected to a duty of one anna per gallon and 
a coiresponding excise duty was imposed on Indian products ; 
dujfies on iron and steel were increased to 10 per cent., even 
sfich basic articles as machinerj’’ and cotton mill stores were not 
spared — a duty of 2j^ per cent, was imposed upon them in 
1921-22. The result of these increases was that while in 1917 
the gross revenue from customs duties amounted to Rs. 16.5 
crores, by 1920 it had" gone up to Rs. 31.9 crores, and in 
1924 amounted to Rs. 45 crores. 

Except for the imposition of an import duty of 4 annas 
per ounce on silver and an increase in the dut}'' on sugar in 

1930, the tariff schedule remained more or less unaltered till 

1931. In the meanwhile customs revenue had been showing 
an upward tendency on account of the revival of trade, and in 
19^^9-30 reached the record figure of Rs. 51.27 crores. There- 
after a decline set in on account of trade depression. We have 
already seen that the 1931-32 budget inti'oduced heavy 
increases in customs duties on some articles of luxury. Acting 
on the assumption that customs duties had not yet reached the 
level where diminishing returns would set in, the Government 
in its Supplementary Budget of September, 1931, imposed a 
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surcharge of 25 per cent, on all existing duties, subjecting 
certain luxury articles to even heavier increases, and imposing 
new duties on such articles as raw cotton, machinery and dye's. 
As we have already seen, few changes of any consequence have 
been introduced since the passing of Supplementary Budget 
(except in so far as they were necessitated by the extention of 
imperial preference or the grant of protection), so that the 
position to-day is not materially different from what it was in 
1931. The increases introduced in 1931 have, however, been 
fruitful, as we find that customs revenues have jumped up from 
Rs. 46.43 in 1931-32, to the new record figure of Rs. 51-95 
crores in 1932-33, and have, except in i933-34> been maintained 
at that level. 

As regards export duties, we have only to say that they 
have never been of any great importance to the Central Govern- 
ment. In 1916-17 an export duty of Rs. 1-8-0 per cwt. on 
tea and Rs. 2-3-0 per bale, of 400 lbs. on jute were imposed. 
The duty on tea was abolished in 1927-28, while that on jute 
was doubled in 1917-18. In 1919 a 15 per cent, ad valorpn 
duty was put on raw hides and skins consigned to non-Empire 
markets and 5 per cent, on consignments to Empire countries, 
but this duty was, after being reduced to 5 per cent, on a 
uniform scale, abolished in April 1934? in l^ke case of hides and 
in April 1935, in the case of skins. The duty on rice and jute 
is still in force. 

It is not possible to say for certain whether the peak of 
revenue from customs has been reached or not ; but considering 
the protective effects of heavy import duties, it seems that it is 
not far distant. As far as we can see, any further increase- in 
import duties would react upon trade. But there is one fact 
which inevitably emerges from the foregoing discussion, ^d 
it is this that customs duties are now the most important/ of 
all sources of revenue in India. These' duties are now 
responsible for more than 56 per cent, of the Central Govern- 
ment’s revenues (exclusive of railway receipts) and form 33 per 
cent, of the combined revenues of the Central and Provincial 
Governments. 
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As the general level of customs duties now stands at 25 per 
cent., the increase in customs is giving protection to local 
industries to that extent. But in the absence of \-arious other 
measures to develop industries this advantage is not being 
availed of to the fullest extent. But even from purely revenue 
point of view the increase in customs duties to the present level 
is capable of being defended on the ground that it has 
brought relief to the Government at a time when relief was 
badly needed and when other sources of revenue (excepting 
the income tax) promised little relief. Whether the Govern- 
ment, situated as it was, should have resorted to increasing the 
burden of taxation or to cutting down its expenditure is a 
different matter altogether, and will be discussed at a latter 
stage. But it cannot be doubted that the existing scale of 
customs duties offends against the principles of equity 
and econoni}'. The duties on kerosine oil, metals and other 
articles of common use are largeh* paid by the masses who 
are too poor to pay ; import duties on niachiner\’-, tools, factor}’’ 
equipment, raw cotton etc. retard production and so in the 

run damage Government’s revenue-raising capacity ; export 
duties on raw hides and skins ultimately fell upon the collector 
(who could ill afford. to pa}’’), and contracted exports. On the 
other hand the increase in customs tariff scale as a whole can- 
not be said to have imposed a coirespondiug burden on the poor 
in \-iew of the fact that the needs of the masses are few and 
do not extend beyond a small number of imported articles. 

2. Income Tax. A tax on incomes (including agricul- 
tural incomes) was first imposed in 1S59 to ease the financial 
burden consequent upon the lilutiny, and remained in force till 
1864. Two 3'ears later a license-tax on professions and trades 
was introduced, and w’as taken off in 1873. A more restricted 
ta:;^ on trades in certain provinces was introduced in 1877, 
which was merged into a general income tax by the Income 
Tax Act of 1886 which applied to the whole of India. By this 
Act all non-agricultural incomes between Rs. 500 and Rs. 2,000 
w'ere to be taxed at the rate of 4 pies in the rupee and incomes 
above Rs. 2,000 had to pay at the rate of 5 pies in the rupee. 
38 
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In 1903 the free limit was enhanced from Rs. 500 to Rs. 1,000. 
In 1913-14 income tax yielded only about Rs. 3 crores. During 
the war when the Government was looking round for new 
sources of revenue, changes of far-reaching importance were 
introduced in the income tax schedule. To begin with, in 1016 
a scale of progression was introduced, which subjected larger 
incomes to heaider taxation. In 1917 a super-tax over and 
above the ordinary tax was introduced. In 1919, however, the 
free limit was raised from Rs. 1,000 to Rs. 2,000. But on the 
other hand Excess War-profits tax was imposed during the 
3mar for a period of 12 months. The scale of progression was re- 
vised and increased a number of times in respect of both ordinary 
and super-taxes between 1921 and 1931- The Supplementary 
Budget of September 1931, impo'sed a surcharge of 25 per cent, 
on the existing rates of income tax and reduced the exemption 
limit from Rs. 2,000 to Rs. 1,000. Incomes between Rs. 1,000 
and Rs. 2,000 were to be -taxed at the rate of '4 pies in the 
rupee. As we have seen, the 1935-36 budget reduced these 
surcharges and income tax on incomes between Rs. 1,000 and 
Rs. 2,000 by one-third, while the 1936-37 budget has provMed 
for the reduction of the remaining surcharge by one-half, and 
has exempted incomes up to Rs. 2,000 from income tax. At 
the present time incomes between Rs. 2,000 and Rs. 5,000 on 
the one end and bet^veen Rs. 40,000 and Rs. 1,00,000 on the 
other, are subject to a sliding scale of tax ranging between 
6 pies and 2 annas and i pie in the rupee, plus a surcharge of 
pel" certt. on these rates. In the case of incomes of 
Rs. 1,00,000 and upwards the rate charged is 2 annas and two 
pies in the rupee plus the surcharge. In the case of companies 
and registered firms all incomes are charged at the uniform 
rate of two annas and tv\'o pies in the rupee. 

The gradual increase in the income tax rate since the ^^ar 
has brought this tax to the forefront as a source of revenue. In 
1913, tliis tax yielded only Rs. 3 crores ; in 1921 it reached the 
record figure of Rs. 25 crores. Since 1921, however, it has-been 
on the decline an account of the disappearance of huge war-time 
and post-war incomes. Since 1930-31 it appears to have been 
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liit hard, so that in spite of the general increase in April 1931, 
nnd the imposition of surcharges, together with the lowering 
of exemption limit in September 1931, income tax returns have 
remained more or less at the same level as in the pre-depression 
ye;irs. This is evident from the fact that the revised estimates 
for 1935-36 have put the jueld from this source at Rs. 16.S0 
crores. 

But it must not be understood that income tax returns 
indicate the approach of maximum yield. The rate charged 
on higher incomes in other countries is much lieavier than in 
India, and there is no reason why it should not be re.sorled to 
in our countr}>-, especially when the present scale offends 
against the principle of equity. Another great drawback of 
the present system of income tax assessment is that it discrimi- 
nates between incomes from various sources — and discriminates 
on wrong principles. This is proved by the exemption of 
agricultural incomes from the operations of income tax. 

3. Salt tax. Salt tax stands third in order from the 
point of view of yield to the Central Exchequer. This tax had 
in force for centuries in India before the British Govern- 
ment resorted to it. Before 1SS2, the rate varied from province 
to province.- In that year, however, it was put at a uniform 
rate of Rs. 2 per mauud in all parts of India. Since that year 
it has fluctuated between Re. i and Rs. 2-S-0 per maund 
according to the requirements of the Government. Since 
Octobei", 1931 > the duty has stood at Rs. 1-9-0 per maund, and 
the estimates for 1935-36 have put the revenue from this source 
at Rs. S.73 crores. Salt revenue is obtained b}' three different 
methods according to the nature of the producing agency. In 
the case of the salt manufactured by private agencies an excise 
duty is imposed ; the salt produced bj’’ the Goveniment bears 
t-.-^^is^ duty as a part of its price ; imported salt is subject to ' 
a customs duty equivalent to the excise duty imposed on 
indigenous salt. 

The salt tax has been more fiercely criticised than anj’' other 
tax on the ground that it is a tax on an article which is neces- 
sary for the health of both man and beast. The fact that an 
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increase in the tax is followed by a sharp fall in consumption^ 
and a reduction in duty results in an increase in demand, shows 
that as a result of this tax the consumption of salt is being 
unduly restricted. The quantity of salt used for culinary 
purposes is so small that an increase of half an anna per 
in its price would hardly compel even the poorest to cut down 
its use. What is more probable is that a rise in its price in 
conseciuence of the tax compels the consumer to eliminate 
waste, which reacts upon demand. But there can be no manner 
of doubt that a rise in the price of salt w'ould deprive cattle, 
horses etc. of this necessary with the result that tlieir strength 
and vitality (which are already too low) would deteriorate still 
further, and this deterioration would react upon agricultural 
production which the country cannot afford. Even from the 
point of view of human consumers the justification of this 
tax may be challenged on grounds of equity. At the existing 
rate of duty {Re. i-g per maund) its burden amounts to qj'j 
annas per head per annum, a greater part of which even the 
poorest must pay. As the consumption of salt does not even 
remotely correspond to an individual’s income, the bulk of^4ie 
burden of this tax is borne by the half starved poor of the 
country. When seen from this angle of view, tlie agitation 
in the country against this tax appears to be perfectly justified. 
The considerations of both economy and humanitarianism, 
therefore, demand that ways and means of abolishing this ta.x 
should immediately be found by the Government. 

4 . Opium. The production and sale of opium are carried 
on under strict Government control in British India, and the 
Government had been deriving a large revenue from this source 
in the past. There are three different ways in which Govern- 
ment collects its revenue from opium viz., (a) the monopoly iwo- 
fits of the sale of the drug manufactured in state-owned faStorps 
for export purposes ; (b) duty on opium sent out from Indian 
states, and (c) vendor’s license fees. The revenues from the first 
two sources belong to the Central Government and come under 
the catagory ‘'opium”, while those from the last-named source 
belong to the Provincial Governments and form a part of revenue 
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from excise. In the case of excise opium, the Government of 
India sells the drug to Provincial Governments for internal 
consumption at cost price. Thus the exports of opium were the 
majnstay of the Central Government’s revenue from this source. 

! Not verj'^ long ago, Britain was prepared to support the 
exports of opium to China (the largest consumer of Indian 
opium) with ba3mnets. But in 1907 British Government was 
forced by public opinion to conclude an agreement with China 
undertaking to stop the exports of Indian opium to that country 
within ten 3’-ears. As a result of a later agreement the exports 
of the ding to China ceased altogether in 1914, and in conse- 
quence the revenue from this source was greatlj'^ reduced. 
Exports to other countries, however, continued. But in 1925 it 
was announced bj’ the Government that the exports of opium 
from India would be graduallj’’ stopped (except for medicinal pur- 
poses) within ten jmars. The exports of opium thus ceased at 
the end of 1935, and, as declared bj’' the Finance Member in his 
1935-36 budget speech, the Government “in future shall recover 
•onl^.’ the cost of opium sold for consumption in India”. But it 
is'a strange and significant fact that while in deferenece to public 
opinion of the civilized world the Government of India has 
sacrificed nearlj'^ Rs. 7 crores in revenue b}’’ stopping the exports 
■of opium, it has done practically nothing to check its consump- 
tion in India. However, from 1936-37 onward opium will cease 
to appear as a source of revenue in the Central Government’s 
budget. 

5. Railways. We have already examined in a previous 
•chapter the circumstances in which the Railway Budget was 
separated from the General Budget of the Government of India 
•on the basis of annual contributions from the railways. At this 
sta^e we may once again point out that between 1924 and 1931 
the rail ways contributed Rs. 41.65 crores to the general revenues, 
and that as a result of fall in their eainings consequent upon 
trade depression the railways have been running at a loss which 
Rave to be made good from the Railway Depreciation and Reserve 
Funds, and have necessitated the suspension of annual contri- 
butions to the general revenues. The Reserve Fund has already 
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been eaten up, and as the Depreciation Fund has more legitimate 
functions to perform than the covering of recurring deficits, it 
cannot be expected to last for long. The position may thus 
arise when the railwaj^s will have no funds of their own to m^^e 
up their deficits. Obviously in a case like this the deficits ■v^’II 
have to be met from the general revenues ; from which it follows 
that the railwa5^s are as much a source of revenue to the Central 
Government as a liability. From the point of view of the general 
finances of the country, therefore, the separation of railw'ay 
finance has no meaning at all : the element of uncertainty which 
this arrangement vns calculated to remove is still lurking behind 
the scenes. How^ever, as far as the general finances of the countr}* 
are concerned, it is well to keep in mind tw^o eventualities : a 
contribution from the railways averaging about Rs. 6 crores per 
annum or a subsidy from the general revenues towards their 
maintenance which may amount to anything. Since 1931-32 
the railway contributions have ceased, and far from there- being 
any sign of their reappearance the indications are that, if the 
present trade depression lasts much longer, the old practic^ of 
subsidizing the raihvays from the general revenues will ha'\fe'' fo 
be revived. 

6. Posts and Telegraphs. Posts and Telegraphs cannot 
properl}’- be described as a source of revenue to the Central 
Government. In 1928-29, the last normal year, the revenue from 
this source amounted to Rs. 7.41 lakhs ; in the following year it 
came down to Rs. lakhs ; in 1930-31 there was a deficit of 
Rs. 60.30 lakhs fin 1931-32 the deficit was reduced to Rs. 42.54 
lakhs as a result of raising the postal charges. Since 1932-33, 
however, the Department has been showing surpluses : in 
1932-33 there was a surplus of Rs. 39.19 lakhs ; in 1933-34 it 
amounted to Rs. 32.44 lakhs ; in 1934-35 if jumped upVio 
Rs. 97.59 lakhs (revised estimates), and the budget estimates for 
^935-36 have put the revenue at Rs. 70.52 lakhs. As a matter 
of general principle Posts and Telegraphs should not be turned 
into a profit-earning proposition ; but in justice to the Govern- 
ment it must be said that it is not always possible so to fix the 
charges as just to cover the working expenses. . 
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7. Tributes from Indian States. The Central Govern- 
ment receives nearly Rs. 90 lakhs from the States. These pay- 
ments are fixed b3'- treaties, and a part of these is paid for the 
n;-dntenance of troops belonging to the Imperial Army in the 
Spates. It is not certain if these pa5’ments will be maintained 
under the new constitution. 

8. Currency and Mint. The Paper Cnrrenc}’’ Department 
and the minting of small token coins have been a .source of some 
profit to the Central Goveniment. During the past seven years 
income from this source has averaged nearly Rs. 1.5 crores. 
With the transference of the paper currency control to the 
Resen-e Bank in April, 1935, the income from this source would 
dimini.sh ; but tlie loss will be made up, to some extent at any 
rate, by a share in the profits of the Reserve Bank according to 
the provisions of the Reserve Bank Act. Besides, the profits 
from the coinage of token mone}’- will continue to reach the 
Imperial Exchequer as before. 

9. Countervailing Excise Duties. We have already 
^aced -the history of the cotton excise duty (which was finally 
abolished as recently as 1926) in a previous chapter. We haA’e 
also examined the circumstances in which the Government of 
India was compelled to impose excise duties on sugar and 
matches in 1934-35. In 1934-35 tbe excise duties on sugar and 
matches 3u'elded Rs. 1.15 crores and Rs. 1.3S crores respeclivel3^ 
while the budget estimates for 1935-36 have put the revenue at 
Rs. 1.50 crores from sugar and Rs. 2 crores from matches. These 
excise duties have been justified on the ground that both the 
match and sugar industries enjo3^ed protective duties wliicli were 
far heavier than their actual requirements, and that these excise 
duties merely take away the additional protection which the 
.^tnport duties have given to the indigenous industries. How- 
ever, the effects of these duties have been twofold : on the one 
hand they have increased the efficiency of Indian factories, while 
on the other they have increased the price of the articles. In so 
far, therefore, as these excise duties have contracted production, 
in consequence of a contraction in demand owing to a rise in 
prices, they must be' regarded as having been injurious to the 
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economic interests of the country, and as such cannot be 
justified. 

10, Interest. The income under this head is accounted 
for by the interest on currency reserves as well as loans granl^l 
l)y Central Government to the provinces, native states etc., and 
has averaged about Rs. 2 crores during the past few years. As 
all the currency reserves have now been transferred to the 
Resen-e Bank, the income from this source will show a sharp 
decline from 1935-36 onwards. But on the other hand as the 
Government will get the surplus profits of the Reserve Bank, 
the revenues of the Government will not be affected adx'ersely 
by this change. 

11. Defence Services. The revenue from this source has 
averaged nearly Rs. 5 crores a year during the past few years. 
It is accounted for by a number of items, the most important of 
ivhich are rents from property in cantonment areas and the sale 
of various kinds of condemned militaiy stores. 

Provincial Revenues, ^ 

I. Land Revenue, From time immemorial the land 
revenue has been the mainsta}’- of rulers in India. The British 
Government inherited it from its predecessors in various parts 
of the countiy, and until recent years it was the most important 
source of Government revenues. ^^Bth the growth of trade and 
industry’, however, its importance (though not the yield) has 
declined during recent years, but even now it is only second in 
importance to customs among the sources of revenue of the 
Central and Provincial Governments. As has been alread5’' 
pointed out, it has been handed over to the Provincial Govern- 
ment since the introduction of Reforms in 1921-22. The inconte 
from this source amounted to nearly Rs. 35 crores in 1923-24, 
and remained in the neighbourhood of that figure till 1927-28. 
In 192S-29 it declined to nearly Rs. 33 crores as a result of fall 
in the price of agricultural produce consequent upon trade 
depression, and, as the provincial budgets for 1935-36 show, has 
remained at that level up to this day. But notwithstanding this 
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uecline it is responsible for contributing nearlj’^ 40 per cent of 
tlie piwnncial revenues. 

Tlie land revenue is extremely inelastic in character as it 
c.-v;:iot be increased in times of emergency between t^vo settle- 
ir.ciits. It has a number of serious drawbacks. Firstlj’', it offends 
against the cannon of equality of sacrifice both geographically 
■and in relation to individuals. In the permanently settled areas 
its burden is much lighter than in other parts of the country. 
Under the system of provincial autonomy absolute geographical 
equality cannot be achieved, but this inequality was introduced 
in the days when there was only one taxing authority in the 
countr}^ As this tax deprives the individual of his earnings 
from land on the principle of rent charges (in fact it is supposed 
to be, and is defended as, a rent charge), it treats smaller and 
larger incomes alike. Secondly, although it is supposed to be 
paid out of rent, it is often paid out of the earnings of the culti- 
vator who can ill afford to pay it. In this connection it is to be 
remembered that land revenue is a fixed charge (for a term of 
3'j^.rs at any rate), and so is the rent regardless of the price of 
.■agricultural produce. It is thus ultimately the cultivator who 
suffers in consequence of the operations of land revenue in times 
of low prices — as is the case at present. Further, it 
does not take into account the individual’s ability to 
pay, for the amount demanded is the same both in 
'.times of high and low prices. The effects of these drawbacks 
spread far and wide into every field of rural econoni}’' : there 
is increase in indebtedness, and improvements in technique 
and equipment are neglected — in short there is distress all 
round. The only effective remedy appears to be the basing of 
land revenue as well as rents on the value of produce year after 
'iZSfir. This arrangement would certainly present some adminis- 
trative difficulties and would add to the cost of collection, but 
this increase in expenditure would be justified b}’' an increase in 
revenue from other sources in the long run. Again, it may be 
argued that the piroposed arrangement would make the budgetry 
position of the Provincial Governments somewhat uncertain ; 
but this uncertainty, besides being capable of being mitigated 
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through the agency of revenue reserve funds, would not be so- 
harmful to the country at large and to the Provincial Goveni- 
niciits themselves as exactions in the shape of a tax that does 
not take into account the ability of the cultivator to bear tl^^ 
burden as at present. T 

2. Irrigation. The various aspects of irrigation charges 
hai'e already been examined in a iirevious chapter. At this stage 
we have only to discuss the place of revenues from this source 
in the scheme of provincial finance. The revenue from irriga- 
tion works as a whole has jdelded 6 per cent, on the' capital out- 
la}- during recent years. In 1923-24 the revenue from this source 
(including portion of land revenue that accrued owing to the 
provision of irrigation facilities by the State) after deducting the- 
working expenses amounted to Rs. 7.16 crores ; in 1928-29 it 
stood at Rs. 7.96 crores ; in 1931-32 it was Rs. 7.S8 crores ; and 
the budget estimates for 1935-36 have put it at Rs. 6.86 crores. 
It is not, however, known how much it amounts to after deduct- 
ing the interest charges. 

3. Excise. The revenue under this head is derived froW 
the manufacture or sale of liquors, opium, hemp etc., and 
has shown a marked tendency to show higher returns in recent 
times. In 1S61-62 the revenue from this source amounted to 
Rs. 1.79 crores ; by 1900 it had increased to Rs. 5.5 crores ; it 
jumped up to Rs. 12.75 crores in 1913 ; it touched the record 
figure of Rs. 20.40 crores in 1929-30, and declined to Rs. 16.77 
crores in 1930-31 and Rs. 14.85 crores in 1931-32 partly on 
account of the Civil Disobedience movement and parti}’" owing 
to trade depression. The budget estimates for the year 1935-36 
have put the aggregate income from this source at Rs. 14.61 
crores. This rapid and enormous increase in excise revenue is 
attributable in imrying degrees to the increase in the rates'^}! 
excise duties, the supression of illicit distillation, growth " of 
population, and possibly the increase of drunkenness. In an}'" 
case it shows a highly undesirable trend and,, as far as we can 
see, both the Central and Provincial Governments have been 
inspired more by motives of revenue than by considerations of 
public welfare and morality in the handling of excise. But it 



PUBWC FINANCE 


603 


must be conceded that although the excise revenue represents 
tainted money, the checking of the traffic in intoxicants is by no 
means an easy problem. As the recent history of prohibition in 

U. S. A., Sweden and other countries has proved conclu- 
si^-ely, the goal of abstinance in the matter of intoxicants can be 
reached through the development of public opinion and not by 
legislative and fiscal actions alone. And to direct public opinion 
into those desirable channels both the Central and Provincial 
Governments have done very little indeed. However, as prohi- 
bition must be the goal of every community, the excise must 
be regarded as a source of revenue which is likely to shrink 
rather 'than to expand under a more progressive form of 
government. 

4. Stamps. The revenue under this head is derived from 
two varieties of stamps, viz., judicial stamps and non-judicial 
or commercial stamps. Judicial stamps represent court fees and 
other charges in civil and criminal courts, while commercial 
stamps represent charges on commercial transactions involving 

/%ioney payments and transfers of movable and immovable pro- 
perty. In 1929-30, the last normal year, the revenue from this 
source amounted to Rs. 14* 13 crores ,* but the advent of trade 
depression brought about a sharp fall, so that we find that in 
1931-32 the revenue under this head amounted to only Rs. 11.97 
crores. It has remained at this level ever since, seeing that the 
budget estimates for 1935-36 anticipate exactly the same returns. 
This is certainly an elastic source of revenue, but its elasticity 
has been over-rated : the commercial stamps are an clastic source 
inasmuch as the revenue from this source is likely to grow with 
the economic development of the country ; but on the other hand 
•as it, is necessary to discourage litigation by reviving the 

^Panchayat system and by other means, the judicial stamps can 
\ie regarded as an elastic source only in so far as it is possible 
to increase the yield by revising the schedule of charges. 

5. Registration. The revenue under this head is derived 
from the charges for the registration of documents of title deeds 
etc. As registration is compulsory in the case of docu- 
ments of certain kinds only, the revenue from this source is by 
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no means large, and has averaged only about Rs. 1.25 crores a 
3'ear during the last decade. 

6. Debt services. The Provincial Governments also act 
as lenders to muncipalities, district boards, co-operative insti^ 
tiitions, agriculturists and (to a minor extent) industrialists, but 
as it is the borrowed monej'^ which the}'’ lend, the revenue under 
the head “debt service” docs not by any means indicate a net 
siu’ing. However, the revenue from this source was estimated at 
Rs. 2 crores in 1935-36- 

7, Scheduled Taxes. We have seen that the Provincial 
Governments are entitled to impose certain taxes, such as taxes 
on amusement, succession and certain forms of legalized gam- 
l)]ing. It is however, only in Burma, Bombay and Bengal that 
tliese taxes have been imposed. The revenue from these sources 
is far from adequate as compared with the cost of collection, so 
that it is not to be wondered at that other provinces have not 
availed themselves of the opportunity of exploiting these sources. 
The income from this source in the three provinces has aggre- 
gated on an average Rs. 45 lakhs during the past three years, j 

S. Forests. The forest revenue is derived from the sale of 
timber and other forest products as well as from fees for grazing 
etc. In 1929-30 the gross revenue from this source amounted 
to Rs. 6.12 crores (of which Rs. 31 lakhs belonged to the Central 
Government), but by 1931-32 it had come down to Rs. 4 crores 
on account of fall in the price of forest products. Since that 
year it has gone down still further, as we find that in 1935-36 
(budget estimates) it is expected to amount to only Rs. 3.33 
crores. But as the forests of India have yet to be scientifically 
developed and exploited, we may take it as certain that with 
a little care and attention they can be made to yield much larger 
revenue than they do at present. \ 

The Burden of taxation. From what we have said 
in the preceding paragraphs it must have became abundantly^ 
clear that the burden of taxation in India has become 
more heavy with the passage of time. In the early seventies 
it amounted to nearly Rs. 2 per head, in early eighties it stood 
at Rs. 2}i per head, and in the beginning of the twentieth 
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cenlur}’- it amounted to nearly Rs. 2 per head. But during 
these thirty years prices had risen by about 30 per cent, so that 
this increase adversely affected only those classes whose incomes 
were fixed. By 1913 the per capita iiacidence of taxation had 
Increased to nearly Rs. 4, but this increase was again more than 
offset by an increase of over 25 per cent in prices dunng the 
period. This tendency of the burden of taxation to swell has 
been in evidence ever since. In 1928-29, the last pre-depression 
year, the incidence per head stood in the neighbourhood of 
Rs. 5-12 in spite of a general fall in the price level as compared 
with the years immediately following the war. In 1935-36 the 
incidence of taxation (on the basis of 1931 census) amounted to 
nearly Rs. 5-8 as per head. Taking into account the fact that 
prices in India in 1935-36 were nearly 20 per cent below the 
pre-war prices, the real burden of taxation has increased by 
nearly 50 per cent. This increase in burden would be justified 
only if it could be proved that the per capita income has 
increased to a corresponding extent, which of course is by no 
means a fact. 

A' It is not possible to form an accurate estimate of income 
per head, but (considering the fall in prices) at the present time 
it stands somewhere in the neighbourhood of Rs. 50. It means 
that taxation deprives the individual of nearly ii per cent of 
his income. It is certainly true that this per centage is small 
as compared with that in various prosperous countries like the 
United States and Britain, but the real sacrifice involved by this 
burden, (when income per head is small) is much greater than 
that involved in the payment of a higher per centage of much 
larger incomes. From the point of view of real sacrifice the 
Indian is probably the most heavily taxed citizen in the world. 
Hence the demand that the burden of taxaton should be 
-Jlightened. 

Drawbacks of the taxation system. The past history and 
the present position of the various sources of revenue in India, 
as outlined in the preceding pages, would show that the present 
system of taxation has not been designed or planned, but is the 
product of a series of haphazard arrangements and improvise- 
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tioiis, calculaled to enable tlie Government to cope witli 
certain situations with which it had found itself confronted. 
'I'lie Go\-ernment had all through one object in view, namely, 
the collection of revenue regardless of who paid it, how it was 
paid, and how these payments affected production and distribu: 
tion. In other words, Government has concentrated its attention 
upon productivity and convenience in shaping their taxation 
system, and in doing that have paid scant j-espect to the prin- 
ciples of economy, equality and justice. 

As nearly So per cent of the revenues of the Central and 
Provincial Governments (excluding the net earnings of the rail- 
wa\’s) are derived from customs, income tax, salt, land, excise 
and stamps, we may concentrate our attention upon these sources 
in discussing the taxation sj^stem as a whole. To take customs 
first, it will be noticed that the present system pays little con- 
sideration to the articles which are consumed b}”" the poorest 
classes in the country, such as kerosine oil, d.ves and metals, and 
to various articles of basic importance such as machinery, mill 
stores, lubricants etc. which are consumed in large quantities 
by manufacturing industries. The result of this lack of discrimi- 
nation is that a su1)stantial part of customs duties is paid by 
those who are least able to contribute anything, and b}' manu- 
facturing industries generally which in consequence operate 
under a heavy handicap. The system thus offends against the 
canons of equity and economy. As regards income tax, the 
chief objections against it are that it is not steep enough and 
that it makes no distinction between earned and unearned in- 
comes. The smaller incomes are certainly not taxed too heawly, 
but the larger incomes are let off too lightly: in other words 
it involves inequality of sacrifice. .Salt tax is open to the 
same objection, in addition to the charge that it subjects the 
poorest in the 'country to the burden of taxation and that"^,l. 
disregards the principle of economy b}’’ deteriorating agricul- 
tural production through adverselj’- affecting the livestock. 
Tlie land revenue apart from showing wide variations from 
place to place (permanently settled as against temporarily settled 
areas) subjects all agricultural land to a uniform burden in 
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proportion to its productive- capacity regardless of the total 
income of the landlord, and as such pays no heed to the prin- 
ciple of equality of sacrifice, especially as larger agricultural 
incomes 'are not subject to the operations of income tax either. 
Xiie excise revenue, in so far as it is dependent upon, and seeks 
to perpetuate, lack of public morality, cannot be justified on 
moral grounds. As regards stamps, in view of the fact that 
they are levied on a moderate scale, it would be unfair to say 
that they are in restraint of trade or make litigation expensive : 
ill fact they are the only important source of revenue which does 
not violate against any of the generally accepted principles of 
taxation. Biit in spite of this bright spot, the taxation system 
ns a whole remains inequitous. Moreover, in imposing the 
present system of taxation no attempt is made to study its 
effects on production as a whole. Even from the point of view 
■of the interests of the taxing authorities themselves the system 
is unsatisfactory inasmuch as it renders their budgetry position 
extremely uncertain. The tax-raising capacity of the Central 
^d Proidncial Governments is obviously dependent upon agri- 
'•cultural prosperity, and the Indian revenue S3'^stem provides no 
.arrangement for meeting various exigencies consequent upon 
variations in agricultural production which are brought about 
"by the uncertainties of rainfall. 


Public Expenditure. 

Growth of Public Expenditure. We have already seen 
that revenue in India has nearly doubled since the war. This 
increase has been due to an .enormous multiplication of demands 
of the various existing Government departments and to the 
“Extension of Government activities in certain fields since the 
war. For purposes of analytical study, public expenditure may 
be grouped under three main heads : militarj’- services, debt 
•services and civil administration. Expenditure under all these 
heads (both Central and Provincial) has gone up since the 
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war, but in difTerent proportions, as is shown by the following: 
figures : — 


Militar}’- services 
Debt ser\uces 
Civil administration 


1913-14. 

Rs. 

... 31.4 crores. 

... 15.2 ,, 

... 31.65 ,, 


1935-36 

(Budget estimates). 

Rs. t 

/ 

49.01 crorcs. 

51 

61.69 M 


The increase in military expenditure needs no explanation ; 
it is due to the strengthening of military forces for Indian as. 
well as Imperial purposes, and to the liigher cost of modern 
equipment. The enormous increase in debt services (both 
Central and Provincial) is accounted for by the increase of un- 
productive debt and the gift of Rs. 100 crores to the British 
Government during the war. Again, productive debt has also- 
enormously increased since the war owing to the acquisition and 
extension of railways. The increase in expenditure on civil 
administration is accounted for partly by the extension of govern- 
mental activities in such fields as agriculture, industries, aviation), 
scientific departments, education, medical, public health, etc.,, 
and parti}’- by heavier expenditure on general administration,, 
justice, police, jails, etc. 


Expenditure on various services: their relative position. 
In the year 1935-36 the Central and Provincial budget estimates- 
put the expenditure at nearly Rs, 210 crores. Of this Rs. 49.91 
crores was swallowed up by Defence services, Rs. 51 crores was- 
taken over by Debt services, and Rs. 12.70 crores was accounted 
for by direct demands on revenue (the collection of revenues). 
Against these there was the expenditure on the various nation- 
building activities in the following order : education Rs. 
crores ; medical Rs, 4 crores ; public health Rs, 1,75 crores/; 
agriculture Rs, 2.50 crores ; industries Rs, 90 lakhs. The balance 
(nearly Rs, 70 crores) was accounted for by expenditure on 
■police, justice, jails, audit, civil works, currency and mint, poli^ 
tical services and a number of miscellaneous items. 
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Criticism of Public Expenditure, The above figures are 
eloquent enough and hardly need any comment or criticism: 
they show that onl}"^ Rs. 22 crores (after making an allowance 
for the earnings of and expenditure on railways) or about 12 per 
cCnt. of the country’s revenues are - being spent on nation- 
building activities, while the remaining 88 per cent, are 
being spent with a view to enabling the governmental 
machinerj'' to go on smoothly. This, to say the least, 
reveals a scandalous state of affairs for which no 

parallel is to be found in any civilized country in the world. 
’The apologists of this policy argue that heavy military 
expenditure is inevitable if the country is to be kept safe from 
external aggression ; that the Government must make provision 
for interest charges on loans which have been contracted in 
India’s interests ; that administrative machinery must be kept 
in a state of efficiency, and efficiency involves high expenditure. 
The}^ proceed to argue that if after meeting this expenditure, 
which is necessary for the existence of 'the State, little is left 
fo^ other services they must be content with that little. Against 
..these one-sided arguments it may be pointed out that expendi- 
ture in 3113'- particular direction can be justified only up to a 
certain limit, which is indicated by the balancing of the dis- 
advantage or loss of depriving the community of a part of its 
earnings in the shape of taxation, and the advantage of spending 
the proceeds of taxation on the maintenance of various services. 
Again, it is necessary to divide income between various services 
in such a manner as to ensure as far as possible equal marginal 
returns on all forms of expenditure. When we apply these prin- 
ciples to India, we find that the present level of expenditure 
on various services cannot be justified. As a result of expendi- 
tw.e on defence services India undoubtedly gains a material 
advantage, but whether the net aggregate gain would not be 
greater if a part of this expenditure was devoted to various 
nation-buildmg activities, does not admit of any reasonable 
doubt. In pronouncing a judgment on this question, due regard 
must be paid to the fact that the- maintenance of the present 
military strength is the result of the "forward” policy of the 
39 
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Go\-erni]ient on the Frontier, and that it is possible to reduce 
substantially expenditure on defence by eliminating British 
troops and officers without endangering the efficiency of defence 


forces as a whole. Moreover, the maintenance of the present 

V' 

strength is not necessary inasmuch as it is inspired by Imperial 


requirements and by the internal polic}'- of the Government. At 


all events it seems certain that even from the military point of 


view India would not be a .loser if expenditure on defence 


services was drasticall}'' cut down, and would be a gainer if the 
savings made thereby were spent on such services as would 
directly stimulate the material and moral development of the 
country. The interest charges, which account for nearly 25 
per cent, of governmental expenditure, are in a different category 
altogether. Nearly three-quarters of this expenditure is due 
to obligations in connection with railways, irrigation works, 
hydro-electric works, etc. and as such is not open to criticism. 
But a substantial part of the balance is due to borrowings which, 
strictly speaking, have been contracted in Imperial interests 
and therefore should be a charge upon the Hmpire aMd 
not upon India. Anyhow, India is not in a position to reduce 
expenditure in this connection. But civil expenditure and 
expenditure on various miscellaneous items as a whole stands 
on a different footing. The expenditure in these fields has 
reached these enormous proportions because higher officials are 
being paid such high remunerations as are not paid even in 
prosperous countries like Britain, Germany, Japan and others. 
If their remunerations were cut down to the extent demanded 


by the general economic condition in the countiy, enormous 
savings would clearly result. The efficiency of the services 
would hardly suffer, but any possible loss to the country in this 
respect would be many times covered by the savings and 'con- 
sequent higher expenditui'e on various nation-building services. 

The Public Debt in India : a Historical Survey. We 
have seen that Rs. 51 crores, or nearly 25 pei" cent, of the total 
expenditure of the Central and Provincial Governments, is 
accounted for by debt charges. The debts on which these heavy 
charges are annually payable, have been contracted either for 
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stich unproductive purposes as tlie waging of wars against other 
countries, or for making gifts to the British Government as 
well as the suppression of revolts against the Government, or for 
suc'e. productive pturposes as the construction of railways, irri- 
gation works, etc. These debts, again, have been contracted 
partly in Britain and partly in India. 

The public debts in India originated in the East India 
Company’s wars of conquest. In other words, India was made 
to pay for the blessing of being conquered by Britain. By 
1S56-57 the political debts of the East India Company had 
amounted to £60 million. Then came the Great Rebellion of 
1S57, and India had to bear the whole cost of reconquest. By 
1S60 the public debt exceeded the £xoo million level — ^the 
increase being accounted for partly by the cost of suppressing 
the revolt and partly by the Government of the Crown under- 
taking the redemption of the £x7, million stock of the East India 
Company. Thus it would appear that till i860 the entire 
interest bearing obligations of the Government of India were 
unj^oductive in character and were contracted in pursuit of 
British interests. 

But with the development of public works, such as railways 
and irrigation works, during the sixties of the last century, 
productive debts began to be contracted by the Government of 
India. So urgent was the necessity of developing these produc- 
tive works that from 1880 onwards the Government embarked 
upon the policy of devoting its surplus revenues (whenever such 
surpluses were available) to the construction of productive works, 
and writing off the unproductive debt to the corresponding 
extent and crediting it to the productive debt. By these means 
the. Government intended to remove the burden of its unpro- 
ductive obligations, or rather to convert them into productive 
one’s. The result of this policy was that, as shown in the accom- 
panying table, by March, 1914, the -unproductive debt was 
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The Interest-bearing obligations and interest-yielding assets of the \ 


Government of India at the close of the 

financial years IDU-M 

and 1934^^35. 

March 31, 

Marcli 31, 


1914. 

1935. 

Interest-bearing Obeigations. 



In India — 

In crores of Rupees. 

Rupee I/oans 

... 145-69 

438*28 

Treasur}^ Bills in the hands of the public 

• i « fl ■ • 

22*00 

Treasury Bills in the Paper Currency Reserve 



27*50 

Other obligations — 



Post Office Savings Bank Deposits 

... 23T7 

59*33 

Cash Certificates ... 

... 

66*49 

Provident Funds, etc. 

... 10*39 

88*36 

Depreciation and Reser^^e Funds 



14*83 

Provincial Balances 



5*59 

Total Doans 

... 145*69 

487*78 

Total other obligations 

... 34*10 

234*60 

Total in India 

... 179*79 

722*38 


In England — 

In millions of pounds. 

Sterling Doans 

Unpaid balance of Indians War Contribution 

177*06 

323-57 

16*72 

Capital value of liabilities undergoing’ redemp- 
tion b}" way of terminable Railway annuities ... 
Provident Fund, etc. 

70*60 

43-56 

1-15- 

Total in England ... 

147*66 

385-02 


In crores of Rupees. 

Equivalent at Is. 4d. to the rupee in 1914 and 
at is. 6d. in 1935. 

371-05 

513-36 

Total interest-bearing obligations 

551*29 

1,235-74 

INTEREST-YIEEDING ASSETS. 



Capital advanced to Railwaj^s 

Capital advanced to other commercial departments 
Capital advanced to Provinces 

438-64 

14-08 

71-09 

756-84 

23-71 

179-22 

Capital advanced to Indian States and other 
interest-bearing loans 

... 

21 -'26 

Total interest-yielding assets 

524-71 

981-03 

Cash, bullion and securities held on Treasury 
account 

• * « 

51-52 

Balance of total interest-bearing obligations not 
covered by above assets ... 

26-58 

203-19 
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reduced to nearly Rs. 26% crores, while the total interest- 
bearing obhgations had increased to Rs. 551.29 crores. But 
all these obligations are not accounted for by rupee and sterling 
]op.r.‘5 : Post Office Savings Bank deposits and Provident Funds 
(w'J.ch were of course invested by the Government of India) 
had come into existence, and terminable railway annuities had 
been created. However, it is satisfactory to find that, as shown 
in the table above, out of the total interest-bearing obligations 
of Rs. 551.29 crores, no less an amount than Rs. 438.64 crores 
represents capital advanced to railways, while the advances 
to the Provincial Governments (chiefly for productive purposes) 
and various commercial departments amount to Rs. 71.99 
crores and Rs. 14.08 crores respectively. The table above also 
.shows that while obligations incurred in India before the out- 
break of war amounted to only Rs. 179.79 crores, those con- 
tracted in England amounted to Rs. 247.66 crores. Although 
the Government has defended its partiality for the London 
money market by pointing out the enormous difference between 
the)jrate of interest in India and England (which is a perfectly 
acceptable explanation from the point of view of public finance), 
we may go a step further and say that this neglect of the 
Indian money market was ultimately in the interests of India 
— ^notwithstanding the fact that the Government had not the 
slightest intention of helping India. In examining the desirabi- 
lity of raising loans abroad in preference to India we must 
rernember the fact that the development of the economic re- 
sources of India has been, and is, being retarded by the com- 
parative scarcity of capital in the country. If the Government 
had met all its capital requirements by raising loans in India, 
"the industries, agriculture and trade of the country would have 
suited for want of capital, which would have been a very 
undesirable development. From this point of view Govern- 
ment’s resort to the London money market has been a blessing 
in disguise. 

The growth of Public Debt during and since the war. 

During the war governmental expenditure went up, and was 
3net jjai'tly by raising a ' series of war-loans. Again, we have 
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seen that • in order to get over its currency embarrassments, 
occasioned by the piling up of favourable trade balances during 
the war (which it could not otherwise liquidate), the Govern- 
ment resorted to making a contribution of ;£ioo million toryards 
the expenses of war to the Imperial Government. And lazily, 
as we have seen, there were heavy budgetry deficits during 
the early post-war period. The result of all this has been that 
on March 31, 1935, the balance of total interest-bearing obli- 
gations not covered by interest-yielding assets amounted to 
over Ts. 203 crores. The total interest-bearing obligations of 
the Government of India amounted to Rs. 1,235.74 crores in 
T935 as against Rs. 551.29 crores in 1914 — an increase of more 
than no per cent. As shown in the table above, this enormous 
increase is brought about by increases under all the old heads 
of interest-bearing obligations as well as the introduction of 
new ones like cash certificates, treasury bills, unpaid war contri- 
butions, etc. As against this increase in interest-bearing obli- 
gation we have also an increase in the value of interest-bearing 
assets : the acquisition of railway lines and advances toi the 
Pro\’inces and Natb^e States (for productive purpose and^ior 
covering budgetr}'- deficits) have pushed the total under these 
heads to Rs. gSr crores. Another remarkable feature of post- 
war developments in the field of public debts is that the Govern- 
ment of India have contracted a maior portion of their obliga- 
tions in India itself, and the result of this policy has been 
that the rupee obligations of the Government now far exceed 
its sterling obligations. 

Debt Service : India’s Responsibility. One of the most 
controversial questions which has been discussed with a great 
deal of heat during recent years is : Have all these 
loans and other obligations been contracted b}"" the Go\^n- 
ment in India’s interests, and is India morally boundt to 
respect these obligations? The answer would depend upon the 
nature of the use of borrowed funds. India is morally bound 
to respect these obligations contracted on her behalf by the 
Go^■ernment, but onl}’’ to the extent the borrowed funds have 
been used demonstrably in India’s own interests. There can 
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be no doubt that the interest-yielding assets represent to an 
overwhelming extent the expenditure of borrowed funds in a 
manner conducive to India’s well-being, so that the respon- 
sibility of India to the extent of the value of these assets is 
t^ear. But it is argued that expenditure on commercial under- 
takings has been excessive, so that before India accepts her 
responsibility, some big slices will have to be taken off the face 
value of these assets. On the other hand the debts which have 
been contracted for suppressing revolts and waging wars against 
other countries with whom India had no quarrel come under a 
different category. Most of these wars were waged in pursuance 
of the imperialistic aims of England, so that the expenditure 
incurred in connection therewith ought to be a charge upon 
the British Government, and not India. As we are confident 
that any impartial tribunal would put a major part of this burden 
upon the shoulders of Britain, India’s responsibility in regard 
thereto ceases accordingly. Justice and goodwill demand that 
Britain should release India of this portion of her financial 
Burden. 

/ Arrangements for the Redemption of Debt. We have 
seen that from the eighties of the last century onward the 
Government utilized its budgetry surpluses for capital expen- 
diture on commercial undertaldngs, thereby reducing the un- 
productive debt to that extent. Again, it was arranged to 
liquidate liabilities incurred in connection with the purchase of 
certain railways by the issue of annuities in payment of both 
principal and interest. As, however, most of the debt of the 
Government of India before the war belonged to the productive 
class, and, moreover, as the Government was piling up its 
liabilities in connection with commercial undertakings, no sys- 
tematic effort was made to repay old debts. 

"T It’ was in 1917 that a sinking fund was created in connec- 
tion with the war-loan of that year. Eater on the Government 
began to set aside ;550o,ooo annually in connection with the 
payment of a portion of the war contribution. All these were 
haphazard measures, and it was not till 1924 that the Govern- 
ment produced a definite scheme for the redemption of debt. 
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Under this scheme the Government proposed to set aside Rs. 4 
crores annually and in addition “i/8oth of the excess of the 
debt outstanding at the end of each year over that outstanding 
on 31st March 1923.”* The contributions from the general 
revenues were to be made on the old pre-war principle of under^ 
taking new -capital expenditure from the general revenues and 
thereby extinguishing the ' unproductive part of the debt. The 
1935-36 budget provided for a contribution of Rs, 305 lakhs 
towards the reduction or avoidance of debt. 

Finance under the New Constitution. 

{ 

Re-allocation of the Sources of Revenue. The defective 
distribution of the sources of revenue between the centre and 
the proAunces, which we have already discussed at length, was 
ad^^erselJ^ commented upon even by the Simon Commission, 
so that the constitution makers at the Round Table Con- 
ference were forced to realize the necessit}'- of re-adjustment 
on a more equitable basis. The problem was examined in all 
its details b3’' various Committees set up by the Conference^ 
and certain broad principles were laid down b}?" them for the 
guidance of the Federal Structure Committee and the Round 
Table Conference. The provincial deficits during the past 
decade and the prospect of heavier expenditure under the new 
constitution forced the Round Tablers and their Committees 
to realize the necessit5- of allocating some additional revenues 
to the provinces in order to enable the so-called provincial 
autonomj- to function. But as on the one hand the Federal 
Government could not cut down its requirements (which it 
could do onl}^ bj’’ cutting down its military expenditure), while 
on the other a substantial increase in provincial expenditure 
under the new constitution seemed certain, the Committee\_ 
found themselves facing the unenviable task of pleasing twd* 
masters. This thej’" endeavoured to achieve b,y looking round 
for some new sources of revenue. But, as we shall see 

* India’s Parliament, Vol. X, p. 275. Quoted by Jathar and Beri, 
Indian Economics, Vol. II, p. 528. 
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presently, their search in this direction did not 3deld any fruit- 
ful results. But as provincial autonomy is supposed to be the 
pi\'ot of the new constitution, it was considered inadvisable 
to niar the prospects of its successful working by providing 
iVricrml for financial bungling in the provinces, so that there 
was now no alternative but to force the Central Government 
to part with some of its present revenues. 

The taxes on income were all that could be transferred 
with safety to the provinces without seriously impairing the 
financial position of the Federal Government ; and conse- 
quently it was suggested that a percentage of the share of 
income tax attributable to each province should be transferred 
to it. But as the transference of the proceeds of this tax was 
expected to leave some of the provinces in deficit, it was 
suggested that the charge should be spread over other pro- 
vinces b\’^ giving them a smaller share of income tax than they 
were entitled to. These initial percentages were to be fixed 
after a special review of Indian finances at the time of the 
est^ablishment of the Federation. Along with the allocation 
of a part of income tax, other means of putting the finances 
of the provinces on a sound basis were also to be explored. 
In 1935 Sir Otto Nieme3’'er was deputed to conduct the 
necessar3’' inquiries, and his report was published in April, 
1936. 

Sir Otto Nieme3"er proposed immediate financial assistance 
to the provinces from the time of the introduction of provincial 
autonom3^ This assistance is to take three forms : (a) cash 
subventions, (b) cancellation of net debt incurred previous to 
April, 1936, and (c) distribution to the jute-growing provinces 
a further 123^ per cent, of duty on jute. 

-• The annual cash subventions proposed by Sir Otto 
Ni^nie3^er are as follows: — United Provinces: Rs. 25 lakhs 
for 5 years ; Assam : Rs. 30 lakhs ; Orissa : Rs. 40 lakhs ; 
N. W. F. Province : Rs. i crore (subject to reconsideration 
after 5 years) ; Sind : Rs. 105 lakhs to be reduced b3^ stages 
after 10 years. The total annual relief to be given to the 
provinces by various means works out at Rs. 75 lakhs in the 
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case of Bengal ; Bs. 25 lakhs hi the case of Bihar ; Rs, 15 
lakhs in the case of the Central Provinces ; Rs. 45 lakhs in 
the case of Assam ; Rs. no lakhs in the case of N. W. F. 
Province ; Rs. 50 lakhs in the case of Orissa ; Rs. 105 lakhs 
in the case of Sind ; Rs. 25 lakhs in the case of the Unitdd 
Provinces. The extra recurrent cost to the centre in this con- 
nection, after deducting the existing grants to some of the 
provinces, is expected to be Rs. 192 lakhs. 

.Apart from the subventions nientioned above, Orissa is 
to get a further non-recurrcnt grant of Rs. 19 lakhs and Sind 
of Rs. 5 lakhs liy six ecpial steps beginning from the sixth 
year from the introduction of provincial autonomy, but subject 
to tlie proviso to Section 138(2) of the Act. 

We ha\'e seen that the surrender of a portion of the income 
tax by the Centre and its distribution among the provinces 
liad been recognized by the Federal Finance Committee as 
a necessity in the interests of provincial solvency. But in 
view of the possibilities of increased Central expenditures and 
the diminution of income (owing to the separation of Bumia, 
etc.) under the new Constitution, .Sir Otto Nieme3'er expresslid 
the opinion that at least five 3'ears will be required by the 
Centre “to consolidate its position after undertaking the initial 
adjustments”. Moreover, there was no immediate prospect of 
the Railwaj’s re.suming their contributions to the general 
revenues. Me, therefore, recommended that the centre should 
allocate income tax to the provinces so that finalh' 50 per cent, 
of the distributable total has been relinquished in the inter- 
mediate five years. "The initial prescribed period under 
Section 158(2) (a) being five years, the prescribed sum which 
during that period the centre may in any ,vear* retain out of 
the assigned 50 per cent, shall be the whole, or such sum^as 
is necessar}' to bring the proceeds of the 50 cent. sh^/G 
accruing to the Centre together with an}’' General Budget 
receipts from the Railwaj’s (on the basis at present provided 
by the Railwaj^’s Convention) up to 13 crores, whichever is 
les"' 


* Vide Report, par. 30. 
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Thus it would appear that ultimately half of the proceeds 
from income tax are to remain with the Centre while the 
other half are to be distributed among the provinces. The 
percentage share of the distributable portion of the income 
"^tax is as follows: — Madras 15, Bombay 20, Bengal 20, U. P. 
15, Punjab 8, Bihar 10, Central Provinces 5, Assam 2, N. W. F. 
Province i, Orissa 2, and Sind 2. 

Sir Otto Nieme3''er expressed the opinion that the Central 
Government would not be in a position to distribute, under 
the above scheme, any part of income tax proceeds for the 
first five )’’ears from the beginning of provincial autonom3’', 
but that it might be in a position to distribute some of the 
proceeds, though not necessarily 50 per cent., within the first 
ten 3’-eai's of provincial autonomy. Possibilities in this 
direction hinged on the financial condition of the railwa3's and 
their ability once again to contribute to general revenues. 

Possible New Sources of Revenue. Having taken it for 
p'anted that any reduction in expenditure (both Federal and 
.iProvincial) was out of the question under the new Constitu- 
tion, the Federal Finance Committee of the Round Table Con- 
ference’ carried out an exhaustive enquiry into the possibility 
of exploiting new sources of revenue with a view to putting 
the provinces in a solvent condition. Among the sources of 
revenue belonging to the Federal Government they examined 
the possibilities of excise duties on tobacco, matches and other 
articles, monopolies, commercial stamps and corporation tax. 
The excise on tobacco was rejected mainly on the ground 
that it could not be relied upon to yield a substantial revenue 
in the near future. The excise on matches was expected to 
yield substantial amounts of revenue ; but as we have seen, 
^It has already been imposed by the Government of India, 
\so that it may now be left out of consideration as a source 
of additional revenue in the future. As regard excise duties 
on other articles, the Committee expressed the opinion that 
they are likely to occupy an important position in the fiscal 
policy in the future, but’ that they could not rely upon them 
as an important source of revenue for a long time to come. 
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"The case of monopolies of production and sale was dismissed 
Tiy the Committee on the ground that from the fiscal point 
of view it is onlj^ in certain exceptional circumstances that 
they are to be subjected to an excise duty as a means of^ 
raising revenue. Moreover, they could not think of any new^ 
service or commodity whose monopoly was expected to yield 
substantial revenue. The suggestion that commercial stamp 
duties should be federalized was turned down by the Com- 
mittee on the ground that the loss to provincial revenues 
would be unevenly distributed, and that the separation of 
stamp duties into two classes, viz., commercial and non- 
commercial, for purposes of di\dsion of revenue betu'een the 
centre and provinces, would be an exceedingly difficult proposi- 
tion. Thus in the Committee’s opinion the Central Govern- 
ment had to be content with its existing sources of revenue — 
for the present at any rate. 

In the provincial sphere the Committee examined the 
possibilities of taxation of tobacco, succession duties, terminal 
taxes and taxation of agricultural incomes. The taxation of'^ 
tobacco was rejected on the ground that it would be difficult 
to impose it on account of the peculiar organization , of the 
industry at the present time. Succession duties had failed in 
Bombay ; and although their imposition and collection b}’- the 
Federal Government for the benefit of the provinces was 
expected to yield more encouraging results, the various facts 
collected by the Committee in the course of their enquiries com- 
pelled them not to put too much reliance on these duties as 
a source of revenue in the near future. Terminal taxes, which 
are already being levied bj'’ municipalities, were likewise 
rejected by the Committee on grounds of inexpedienc3’', 
especiallj'^ if the3’^ were to be levied and collected b3’’ the^ 
pro^'inces themselves. As regards the taxation of agricultural ' 
incomes, the Committee merely agreed that the right to impose 
such taxation should rest with the provinces, but in the 
absence of reliable data could offer no definite opinion in regard 
to the productivity of this tax, (It may, however, be taken 
as certain that, in spite of the reluctance of the Committee 
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to recommend the imposition of this tax, the yield from this 
source is likely to be fairly substantial, especially in those 
provinces where large agricultural estates are common). 

It is not be wondered at that, in view of the above 
'Survey, the Committee’s conclusions were far from encouraging. 
“We have found that such provincial taxes as appear to be 
within the sphere of practical politics in the immediate future 
cannot be relied on to yield any substantial early additions to 
provincial revenues . . . . In tlie federal sphere, the excise 
on matches is the only tax which we feel justified in taking 
into account as an immediate reinforcement of federal 
revenues.” 

Local Finance. 

A. Municipal Finance. Municipal administration in India 
began, strictly speaking, with the passing of the Act of 1S50. 
Since that time a number of Acts have been passed both by 
the Central and Provincial Governments defining the scope 
^nd activities of municipalities. There are at the present time 
^ some 781 municipalities in British India with about 21 million 
people resident within the areas under their jurisdiction. It 
shows that only about 6 per cent, of the population of India 
is directly affected by municipal administration. But as towns 
are supposed to be the beacons of enlightenment in an agricul- 
tural country, municipal administration must be exercising a 
far-reaching indirect influence upon the population living 
outside its jurisdiction. 

The municipalities in India have to perform certain 
functions within the areas under their jurisdiction. These 
functions may be grouped under two main heads : (a) Public 
_^afety, and (b) public health, convenience and instruction. 
'Under the former head are included such activities as the 
lighting of streets and fire equipment, while under the latter 
come water supply, drainage, conservancy, medical relief, 
epidemic control, maintenance of roads, gardens and other 
public works, sanitation, education etc. To finance these 
activities the municipalities have at their disposal such sources 
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of revenue as octroi duties, taxes 'on houses and lands, taxes 
on animals and vehicles, taxes on professions and trades, water 
and lighting rates, conservancy charges, rents from municipal 
jjroperty, fees, receipts from markets etc. Certain muni- 


cipalities also receive small occasional grants from the’ 
provincial Governments. This list of the sources of revenue 
is certainly a long and formidable one ; but, situated as the 
masses in municipal towns are, the yield from all these sources 
amounts at present to only about Rs. 15 * crores. Of this 
grand total over 40 per cent, (nearly Rs. 6 crores) is accounted 
for by the cities of Calcutta, Bombay, Madras and Rangoon. 
It means that less than Rs. g crores have to be divided among 
the remaining 777 municipalities in the country. Of the total 
municipal income in India, nearly 12 per cent, is accounted 




for by octroi duties, 30 per cent, by taxes on houses and 
lands, 15 per cent, by water rates, 7 per cent, by conservancy 
rates, 6 per cent, by contributions from provincial revenues, 

5 per cent, by fees, about 2 per cent, each by taxes on animals 
and vehicles and rents from municipal property, and about, 

6 per cent, by receipts from markets and slaughter houses. 
The remaining 14 per cent, or so is accounted for by such 


items as taxes on professions and trades, tolls on roads and 
ferries, lighting rates and other miscellaneous charges. 

As regards expenditure, nearty 12 per cent, is accounted 
for by general administration and collection charges, 5 per cent, 
or so by lighting, 33 per cent, by water supply, drainage and 
conservanc}’’, nearl}’’ 5 cent, by medical relief, 12 per cent, 
by public works, 10 per cent, by public instruction, and about 
7 per cent, by interest on loans. The remaining 16 per cent, 
or so is accounted for by sanitation, maintenance of gardens 
and markets, epidemic control, fire brigade and 
miscellaneous expenditure. ' 

Defects in the Municipal Revenue System. To a 
casual obseri'er the filth and squalor of Indian cities appears’ 


to be due to the poverty of town-dwellers ; but a little reflection 
would show that its causes are more deep-rooted. To begin 
with it must be remembered that while the existing sources 
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^ are far from adequate to eradicate dirt and disease, even as they 
are, they are not being exploited to the full. The town- 
dwellers of India are afraid of taxing themselves, with the result 
that all the municipal services are being starved for want of 
fttuds. As the exploitation of the new sources of revenue does 
not appear to yield very encouraging results, and as larger 
grants from provincial revenues would ultimately fall to a 
major extent upon the rural population, the exploitation of the 
existing sources of revenue in a more intensified form appears 
to be the only remedy. But the present municipal revenue 
system is also inequitous : a greater part of the burden falls 
upon those who are least able to bear it. The reform of the 
system would, therefore, involve a thorough overhaul and 
concentration upon subjecting luxuries and large properties to 
heavier taxtion. The system of financial administration is also 
in need of repairs : for the difficulties of municipalities are to 
no mean extent due to corruption and mismanagement in 
municipal administration in general. As the remedy lies in the 
gj^adual awakening of civic responsibility among the people, 
,..the provincial Governments must exercise greater control in 
cases where municipal administration shows signs of decay. 

The Taxation Inquiry Committee recommended a number 
of new sources of revenue for municipalities, but none of them, 
except perhaps the taxation of advertisements, appears to be 
worth serious consideration. The extension of the scope of 
municipal trading and enterprise (such as the provision 
of electicity, tramways and buses, the erection and maintenance 
of cinema, theatres etc.) would at first sight appear to be a 
very fertile source of revenue ; but seeing how hopelessly 
mismanaged the ordinary affairs of most of the municipalities 
a^ at the present time, it would be too much to expect them 
tfo manage commercial undertakings in an efficient manner. 
Such municipalities, however, as those of Calcutta and Bombay 
where civic traditions of a high standard have .already been 
established, may embark upon such enterprises with safety. 

B. Local or District Board Finance. The entire rural 
population of India, which constitutes nearly 90 per cent, of 
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India’s population, lives under the local jurisdiction of District 
and Sub-District Boards. These local boards perform a variety 
of functions, such as the maintenance of roads, bridges and 
other civil works, as well as the maintenance of institutions 
in connection with education, sanitation, medical relief et&. 
For the performance of these functions they have such sources 
of revenue as provincial rates (which are levied on land), civil 
works and a number of miscellaneous items too numerous to 
count. At the present time the total revenues of all the local 
boards in India stand in the neighbourhood of Rs. 16 crores. 
Nearly 30 per cent, of this income is derived from provincial 
rates, about iS per cent, from civil works and the remainder 
from miscellaneous sources. As regards expenditure, nearly 
40 per cent, is accounted for by education, about 30 per cent. ; 
by civil works (maintenance of roads, bridges etc.) about 
12 per cent, by sanitation, medical relief, etc. and the balance is 
shown against interest on loans and miscellaneous charges. 

Defects and their remedies. Considering the fact that 
only about Rs. 16^ crores are available for expenditure on 
rural areas (where more than 300 million people live) by local 
authorities themselves, it becomes abundantly clear that these 
local boards are mere playthings, and owing to the scarcity 
of funds can hardly justif}’' their existence. Moreover, it is a 
well-known fact that, as in the case of municipalities, even such 
meagre sums as are available are not being efi&ciently and 
honestly administered by the Boards. Improvements in two 
directions are therefore necessary : improvement in efficiency 
and integrity and a substantial increase in the income of local 
boards. As in the case of municipalities, graft and corruption 
would disappear only with the growth of the sense of civic 
responsibility ; and in the meanwhile the Provincial Goyex^- 
ments should exercise stricter control over the affairs of locdl 
boards whenever there is more than a suspicion of corruption 
and mismanagement. On the other hand it is imperative that 
the revenues of local boards should somehow be augmented. 
!Most of the existing sources of revenue being more or less 
sterile, some new sources must be found. But as the masses 
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in rural areas are suffering from chronic poverty, it is difficult 
to suggest a new .source. The local boards, therefore, must be 
sul:)sidized from provincial revenues. All things considered it 
there is no better plan than the handing over of a part 
of the land revenue to local authorities (to whom it legitimately 
belongs), or of a part of the proceeds of tax on agricultural 
incomes which should be immediately introduced to meet the 
present provincial exigencies as well as in the interests of 
equity. 



CPIAPTER XXII. 

TRADE. 

I. Internal Trade. ''y 

The Importance of Internal Trade in India. Pike the 
United States of America, and unlike Britain, India is more 
vitally interested in her internal trade than in foreign trade. 
And the explanation is simple and obvious. Britaui is a small, 
thickly populated country which depends for its existence 
upon purchasing raw materials from foreign countries and 
selling manufactured goods to them ; foreign trade, therefore, 
is the very life breath of the country. But the conditions in 
India, in this respect, are totally different. With her vast 
area, her teeming population, the diversit}'^ of physical . and 
climatic conditions, and the varied natural resources of the 
country, India is, in the nature of things, much less depen- 
dent on foreign trade and far more vitally interested in her 
internal trade. The development of modern means of trans- 
port has greatly increased the scope of internal trade ; and\as 
industries develop, the exchange between town and country 
will automatically increase, and the importance of internal 
trade will be further enhanced. Even as it is, the imposing 
figures of the exports of cotton, jute, rice, wheat and oilseeds 
represent only a small percentage of India’s total production ; 
and it has been estimated that for every acre of land producing 
goods for export, eleven acres are cultivated for local con- 
sumption. A considerable allowance, however, must be made 
for the subsistence ecouomj’’ of the Indian cultivator. In the 
•case of non-agricultural produce like manufactured goods and 
minerals, the position of internal trade is far stronger, as 
'exports represent onl}'' a tiny fraction of the non-agriculfeural 
production. And even as regards the imports of the mahu- 
factured goods, the steadily improving figures of Indian 
manufactures reduce the importance of foreign imports, though 
in this respect the position of internal trade is not quite 
satisfactory. 

The Statistics of Internal Trade. Dividing the internal 
trade of the country between coastal and inland trade, we 
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iind that while the statistics for coastal trade, the bulk of 
which comes under internal trade, are fairly satisfactor}’-, the 
statistics for the inland trade of the country are quite 
unsatisfactory ; and what is vague and uncertain is naturally 
absuined to be unimportant. As the matter stands to-day, for 
tlie considerable part of the inland trade whicli is not and 
cannot be carried on by rail or river, we have no information 
whatsoever. The statistics of internal trade, as issued by the 
central and provincial governments, have always been very 
defective, as the goods transported by road, which are by no 
means negligible, are not taken into account ; the statistics 
relate to quantity only and the figures of value, given in a 
fe\v cases, are admittedly very rough ; and trade within a 
block is not recorded. Even these statistics, admittedly 
defective as they are, have some value ; but as a measure of 
retrenchment they were discontinued from 1922 to 1932. The 
publication of these statistics was resumed from the 3''ear 
1933-34- It is necessary in the national interest that the 
stQjdistics of internal trade should be maintained efllciently and 
accurately. 

Coastal Trade. In the chapter on “Transport” we have 
discussed exhaustively the present conditions of coastal trade 
and its future importance. The bulk of the coastal trade is 
part of the internal trade of the country, though it includes a 
small percentage of foreign merchandise. And it must be 
observed that owing to the absence of land communication 
with Burma, the coastal trade between her and other provinces 
of India is of special importance ; and while Burma exports 
large quantities of rice, kerosine oil, petroleum and timber to 
India, she imports coal, cotton piecegoods, gunny bags etc. 

the separation of Burma, this considerable inland trade 
W'cmld be converted into foreign trade, and it is not unlikely 
that some tariff or other difficulties will crop up. The 
following table'-' shows the value of the coastal trade of India 
from 1927-28 to 1934-35. 


^Indian Finance Year-Book (1935), p. 137. 



CoASTAi, Tradu of India. 
[Value in Lakhs of Rs.) 
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Inland Trade. As has been already explained, the statistics 
for the inland trade of the country are unsatisfactory, notwith- 
standing the fact that it is far more important than the foreign 
trcide. The inland trade of India was officially estimated in 
1020-21 at Rs. 1,500 crores. Professor K. T. Shaffi-' is of opinion 
that this is an underestimate and according to him the correct 
figure would be Rs. 2,500 crores. In any case, even according 
to the official figure, the ratio between inland and foreign trade 
is 2 : I ; according to Professor Shah the ratio is more than 

4 : I . But considering the area and population of the country 
there can be no doubt that the volume of our internal trade is 
very small, and with the economic development of the country 
it is bound to increase very substantially. The present tendency 
nil over the world, with high tariff walls and decreasing foreign 
markets, is to develop to its maximum capacity the internal 
trade of the country. The Government of India evidently does 
not believe in this policy ; and the stoppage of the publication 
of . the statistics of inland trade from 1922 to 1932 as a measure 
ofj economy is probably an indication of the importance it 
nitaches to inland trade. At present we can only resort to 
statistics of rail and river borne trade to form some idea of the 
movement of the chief articles of trade. The following tablet 
shows the volume of the inland trade of India which is river 
and rail borne. 


VoEDJiE OF Inland Trade of India. 
(In Thousands of Maunds). 


Commodity . 

1933-34 

1934-35 

Bones ... ... - 

1,519 

2,136 

'Cement 

10,938 

13,598 

Coal and Coke 

... 312,428 

343,225 

C^ee 

• •• 225 

150 

Cotton (raw) 

18,192 

19,004 

Twist and Yarn (Indian) 

2,219 

2,462 

Do. (Foreign) 

... 264 

246 

Piecegoods (Indian) ... 

7,367 

7,993 

Do. (Foreign) 

1,273 

1,185 


K. T. Shah : Trade, Tariff and Transport, p. 122. 
t Indian Finance Year-Book (1935), p. 142 • 
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VOLDME OF InEAND TrADE OF INDIA. — {Contd.) 


Commodity. 


1933-34 

1934-35 

Dyes and Tans — Myrobalams 

• # « 

1,552 

1,431 

Fruits (dried) 

« • < 

7,728 

7,770 \ 

Glass 

• • « 

783 

863 ^ 

Rice 


39,723 

49,529 

Wheat 

« • • 

18,099 

20,328 

Wheat Floiur 

« V « 

4,563 

5,499 

Miscellaneous Grain and Pulse 

33,382 

41,063 

Indian Hemp and other fibres 
(excluding jute) 

954 

1,380 

Hides (raw) ... 


1,390 

1,283 

Skins (raw) .... 

• •• 

1,010 

907 

Hides and Skins, tanned and 
leather 

619 

609 

Jute (raw) ... 

ft • « 

30,715 

24,001 

Gunny bags and Cloth 

■ ft ft 

4,018 

3,931 

Iron and Steel Bars, Sheets etc. 

27,816 

30,873 

Lac and Shellac 

• t » 

1,264 

990 

Manganese Ore 

• •• 

12,004 

16,520 

Mica 

« • • 

75 

113 

Oilcakes 


8,171 

8,984 

Kerosene Oil 

• • • 

13,939 

14,893 ’f 

Vegetable Oils 

• • * 

3,532 

4,430' 

Castor Seed ... 

• • • 

2,244 

2,300 

Groundnuts 

« « • 

15,485 

12,569 

Linseed 

• « • 

9,115 

6,230‘ 

Rape and Mustard Seed 

• • • 

7,648 

7,130 

Gingili or Til 

• • • 

2,074 

2,021 

Cotton Seed 

• • • 

5,390 

6,722 

Ghee 

« • • 

691 

626 

Salt 

• • * 

26,299 

25,956 

Saltpetre 

• • ♦ 

419 

442 

Sugar, refined and unrefined 


14,471 

14,484 

Gur, rab etc. 


10,519 

9,776 

Tea 

• • • 

3,747 

3,881 

Tobacco (raw) 

« « « 

2,936 

2,928 

Wood and Timber ... 

• a • 

10,174 

13,04(\' 

429^^^_, 

Wool (raw) ... 


612 


Trade Centres in India. Among the ti'ade centres of 
India the first place must be given to the important ports' in 
the country : Calcutta, Bombay, Karachi, Rangoon and Madras. 
Besides being the principal ports, Calcutta and Bombay are also 
the most important industrial centres of India. The trade and 
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industry of Bombay are preponderantly under Indian control as 
contrasted with Calcutta where they are largely under British 
control. Karachi is the principal centre of wheat trade and 
Rangoon specializes in rice, timber and oil. Madras is both a 
'leading and industrial centre but not at all 'comparable to 
Calcutta or Bombay. Other important trade centres are 
Ahmedabad, Cawnpore, Delhi, Nagpur, Amritsar, Raliore, Agra, 
Lucknow and Benares. Ahmedabad has taken the first place 
from Bombay as the principal centre for the manufacture of 
cotton textiles, and it is next to Bombay the most important 
trading centre in the Bombay Rresidency. Cawnpore is the most 
important industrial and trading centre in the United Provinces 
and is well known for its textile and leather industries. It 
occupies a favourable position, being situated half-wa3'' between 
Calcutta and Bombay ; it is a convenient distributing centre for 
Indian and foreign goods ; and it is an important railway 
junction. Delhi is the capital of India, the junction for nine 
railway lines, and an important clearing house for the Punjab 
the western districts of United Provinces. Nagpur is an 
^important industrial centre and its commercial importance is 
derived fiom its cotton mills, ginning and pressing factories and 
the large manganese deposits in its neighbourhood. Amritsar 
is an important trading centre for piecegoods and also deals in 
skins and hides. Its carpet industry is well known. Lahore 
is the trading centre for the agricultural province of the Punjab. 
Agra is a considerable industrial and trading centre and 
produces carpets, durries, embroideries, stone work and leather 
goods. Lucknow is commercially of importance as the distri- 
buting and collecting centre of the rich, agricultural province 
of Oudh. Benares is mainly of interest as a considerable centre 
of the .silk weaving industry and brass work. We should also 
'mention a number of other trading centres of secondary 
importance : Hyderabad (Deccan), Sholapur, Allahabad, Baroda, 
Mirzapore, Dacca, Srinagar, Jubbulpore, Madura, Gwalior, 
Mandalay, Amraoti, Jaipur, Bangalore and Mysore. 

Commercial Intelligence and Organization. On account of 
the keen international competition in trade and industry, it is 



632 


INDIAN KCONOMICS 


now a well-recognized function of the state to supplj’’ expert 
commercial and industrial intelligence, which helps to keep the 
commercial and industrial organization of the countiy well- 
posted about all relevant facts. The expert organization vof 
commercial intelligence has been b}*' no means a negligible factor 
in the spectacular success achieved bj’- Japan, By means of trade 
commissioners and consuls, the state sets up an elaborate organi- 
zation for the collection of commercial intelligence; and adequate 
measures are taken to make this intelligence available to the 
commercial bodies in the country. In all these respects the 
Government of India is very deficient. The Commercial Intelli- 
gence Department was organized in 1905, but the Industrial 
Commission has shown that there was no agency for di.stribut- 
ing the commercial intelligence, publicly or privately, to the 
commercial community. Tlie iiosition to-dai' is less unsatisfac- 
tory ; but the Goi'ernment of India has a great deal to make 
up before it can come in line with the advanced commercial 
and industrial countries of the world. Above all there must 
be a perfect sympathy and understanding between the goveni- 
ment and the Indian commercial community ; and at present’ ft 
is conspicuous by its absence. The Department of Commercial 
Intelligence and f^tatistics was reorganized in 1922 and now it 
forms a connecting link between the Government of India and 
the commercial community. In the Indian Trade Journal it 
publishes every week statistics and other information of com- 
mercial value. The establishment of an Indian consular service, 
to look after Indian commercial interests, would be a step in the 
right direction. The Government of India has appointed a few 
trade commissioners in inqmrtant commercial centres like 
Hamburg etc. 

The first non-official commercial organizations in India were 
formed by Kuropean merchants in Calcutta, Bombaj', [Madras, 
Rangoon, Karachi and other important centres, with the 
Associated Chambers of Commerce as their federal organization/ 
Their membership is preponderatingly European, though open 
to Indians also. Their organization is quite efficient and they 
enjo}” the confidence of the government. Profiting by the 



TRADE 


633 


ix-ainple of European merchants, the Indian merchants also have 
.padnally organized themselves in the various important trade 
centres and the}'- have also formed a federal organization of their 
(iv-n. One outstanding defect of the Indian merchants’ organi- 
r'^ ion is that at some places these bodies have split up into two 
or more divisions, with the result that their strength is dissipated 
and none of them can speak with the authority of a united 
Indian commercial opinion. The divisions are due to personal, 
communal or provincial jealousies which have been the bane 
of our countr3^ The Indian jMerchants’ Chamber and Bureau 
of Bomba}’- is the premier organization of Indian merchants. 
The Indian merchants’ organizations are often not in sympathy 
with the policy of the goveniment, and they do not enjoy its 
confidence. Besides the chambers of commerce, there are also 
associations representing particular industries, such as cotton 
mills, jute mills, tea, coal etc. In the principal cities there are 
also associations of retail traders. Important commercial bodies 
.are represented in the central and provincial legislatures, and 
th'e Indian and European merchants are separately represented. 

representation of foreign merchants in the legislature of the 
country is not, so far as we are aware, paralleled anywhere else. 

II. Foreign Trade. 

A Brief Historical Retrospect. While we are primarily 
concerned here with Indian trade in modern times, a very brief 
historical retrospect will not be out of place and will help us to 
understand the process of evoluton which has given rise to our 
present position. The earliest beginnings of Indian trade are 
shrouded in mysteiy and await the research of the antiquarian ; 
but there is ample evidence to show that as long ago as 3000 B.c. 
India had trading relations with ancient Bab}'-lon, that Egyptian 
mummies belonging to 2000 n.c. are found wrapped in Indian 
muslin of the finest quality which was known to the ancient 
Greeks as gangctika ; and that our ancestors traded with Rome, 
•China, Persia, Arabia etc. from the earliest historical times. 
When the means of transport were very primitive, in the nature 
•of things trade was confined to rare and expensive commodities 
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of great value in small bulk ; and Indian trade was no exception 
to this general rule. Indian exports chiefly consisted of fine . 
textiles, metalware, ivory, perfumes, dye-stuffs and spices, and 'i 
the imports consisted of certain rahierals like brass, tin and lead 
and also wines and horses. But one consistent feature of Indic^i 
trade was that the exports bj'’ far exceeded the imports, the 
balance was paid for by importing large quantities of bullion 
into the countr}’', and as the elder Pliny complained, vast sums, 
of money were anually absorbed bj’^ commerce in India. There 
was also a considerable entrepot trade in silks and porcelain from 
China and with the help of its ships the country took a con- 
siderable share of the carrying trade. In its essence the trade 
of India during the Muslim period remained substantially the 
same as in the preceding Hindu period. The more regular 
development of the overland route between -Lahore and Kabul 
and between Multan and Kandhar stimulated the overland trade 
of India and, judged by contemporary standards, both these 
routes were responsible for a considerable volume of trade, 
kloreover, the Mugul kings were enthusiatic patrons of Indian 
industry ^vhich they stimulated by everj^ means in their power. 
The improvement of roads under the Muguls further encouraged 
trade which was also carried on briskly along the waterways of 
the north and the coast line. The next important event is. 
Vasco de Gama’s discovery of the all sea route from Europe to 
India via the Cape of Good Hope. Till then Indian exports 
w'cre sent to Europe via Suez whence they were sent overland 
to the Mediterranean coast and reached their destination through 
the merchants of A^enice and Genoa. It was jealousy of these 
merchants and the effort to capture the lucrative Indian trade 
which led to the discovery of the all-sea route to India. But 
it must be observed that the various European traders who were 
flocking to India came to buy Indian manufactures and spices 
and even’^ “up to the eighteenth century the economic condition 
of India was relativel}^ advanced, and Indian methods of produc- 
tion and of industrial and commercial organization could stand 


Anste}' ; Economic Development of India, p. 5. 
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comparison with those in vogue in any other part of 
the world”. Two outstanding events of the eighteenth 
century are largely responsible for the downfall of 
TiiJiaii industry and trade ; the British conquest of India 
7nd the industrial revolution in England. Many invaders 
had come to India before and conquered the country. 
But when the}’’ settled down to rule it the}’’ identified 
themselves entirely with the country and like Louis XW every 
one of the could have said, "L’eiat, e’ei moi’ : I am 
the state. From this point of view, therefore, these foreign 
conquests made hardly any difference in the economic condition 
of the country ; the economic policy, for example, of Aurangzeb 
and Shivaji, whatever their other differences, was more or less 
identical. But now for the first lime in her long history India 
was governed b 3 '’ a foreign country, and the economic interests 
of the government and the people were very far from being 
identical. And as if that were not bad enough, now began the 
industrial revolution in England, financed largelj’’ out of the 
q/jpital which India had accumulated through a favouralile 
balance of trade spreading over long centuries, and which was 
now transported to England by the new rulers, the Briti.sh 
nabobs. The industrial revolution dealt handicrafts everywhere 
a crushing below ; and in India, in combination with the foreign 
rule, it resulted in an extraordinary industrial and commercial 
debacle, which has hardly any parallel in the economic histoiy 
of the world. From the position of supplying half the world 
with cotton textiles, India was reduced to a position where it 
could supply only a tiny fraction of the home- market. To 
begin with, the East India Company rather stimulated Indian 
industry by selling its produce in Europe. But under the 
-^■ressure of vested interests, the use of Indian texiles in England 
was penalized either by complete prohibition or by heavy import 
duties. In the latter part of the eighteenth century, however, 
the policy of the East India Company was reversed: India came' 
to be looked upon as a valuable source of raw materials which 
were necessary for the developing manufactures of England, and 
as an extensive market for selling the produce of British. 
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factories. And so we witness an extraordinary revolution in the | 
trade of India: cotton textiles which she had been exporting to ' j 
half the world since times immemorial became the principal i 
commodity which was imported into India. It was indeed''^ 1 
disastrous revolution which had taken place in the trade of India, 
and during the “closing years of the eighteenth and the early 
years of the nineteenth centuries India was speedily transformed 
into a plantation for the production of primaries and a dumping 
ground for the finished products of the west”.* 

Tirade in Modem Times. The trade of India in modern 
times maj'' be said to begin from 1870. The reason for deter- 
mining this date is that in 1869 the Suez Canal was opened and 
it curtailed the distance between India and England by 3,000 
miles and largely stimulated the foreign trade of the country. 

In spite of several major difficulties both in India and outside 
India during this long period, the foreign trade of the country 
shows a stead}^ increase during 1864-65 to 1928-29. The follow- 
ing tablet gives the value of merchandise (including Governmep-j^ 
transactions) for the last five years with quinquennial averagcu^ji 
for the past seventy j’-ears. 
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Foreign Trade of India. 

In I/Akhs of Rui-iiiis. 


Period. 

Imports, 


Totae. 

Quinquennial average — 

1864-65 to iS68-6g 

31.70 

55,86 

87,56 

1869-70 to 1873-74 

33.04 

56,25 

89,29 

1874-75 to 1978-79 

38,36 

60,32 

98,68 

1879-80 to 1S83-84 

50,16 

61,51 

79,08 

1,29,24 

1884-85 to 1888-89 •” 

88,64 

1,50,15 

1889-90 to 1893-94 ... 

70,78 

1,04,99 

1,75,77 

1S94-95 to 1898-99 ... 

73,67 

1,07,53 

1,81,20 

1899-1900 to 1903-04 

84j6S 

1,24,92 

1,65,44 

2,09,60 

1904-05 to 1908-09 . 

1,19,85 

2,85,29 

1909-10 to 1913-14 ... 

1,51,67 

2,24,23 

3,75,90 

1914-15 to 1918-19 ... 

1,59,25 

2,25,83 

3,85,08 

1919-20 to 1923-24 ... 

2,67,05 

3,06,38 

i 5,73,43 

1924-25 to 1928-29 

2,51,02 

3,53,51 

6,04,53 

,1929-30 to 1933-34 

.,in the year — 

1,61,14 

1,98,60 

3,59,74 




1930-31 ... 

1,73,06 

2,26,50 

3,99,56 

1931-32 ... 

1,30,04 

1,61,20 

2,91,84 

1932-33 

1,35.02 

1,36,07 

2,71,09 

1933-34 ••• 

1,17,31 

1,50,23 

2,67,54 

1934-35 

1,34,59 

1,55,04 

2,89,63 


It will be observed that both the imports and the exports 
register a steady progress from 1S64-65 to 1928-29, and in spite 
of everything the trade of India has been uniformly increasing 
till 1929 when the great depression started, except for a slight 
set-back in the imports from 1924-25 to 1928-29. The imports 
^.ave jumped up from E.s. 31.70 crores which is the quinquennial 
average for 1864-65 to 1868-69 to Rs. 267.05 crores which is 
quinquennial average for 1919-20 to 1923-24 and which registers 
the high water mark of the imports so far. The exports register 
a perfectly uniform increase upto 1929 ; and while the quinquen- 
nial average for 1864-65 to 1868-69 is Rs. 55.86 crores, that for 
1924-25 to 1928-29 is Rs. 353.51 crores. And during this same 
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period the total trade has jumped up from Rs, 87.56 crores to 
Rs. 604.53 crores, registering a perfectly uniform increase in 
spite of the many vicissitudes , through which both India and 
the rest of the world have passed during this long period. We 
have ahready mentioned the opening of the Suez Canal as the 
most important single cause which contributed to the growth of 
India’s foreign trade during this period. To it must be added 
the imjiroved means of communication in the country by means 
of railwaj^s, roads, posts and telegraphs ; the establishment of 
peace and order which the British conquest brought to the 
country ; and the lowering of freights which followed the 
improvements in shipbuilding and the fostering of national 
mercantile marines b}’^ the various states. The numerous internal 
customs barriers and transit duties which^ had so long impeded 
trade were swept away. Free trade, which suited British 
interests at the time, also imevailed in India, on the assumption 
that what was good for British interests must be necessarily 
good for Indian interests. The result was that the volume and 
character of India’s foreign trade were revolutionized: tl^e 
exports consisted of raw material of considerable bulk and com- 
[)aratively low value such as cotton, jute, wheat, rice, oilseeds, 
tea and hides and skins ; the imports consisted of manufactured 
goods of small bulk and comparatively high value such as cotton 
piecegoods, machinary, hardware, railway materials, glassware, 
sugar, metals etc. Britain also carried on a considerable entiepot 
trade in Indian produce, distributing it among other European 
countries ; and British supremacy in India’s foreign trade was 
due to the British control of Indian railways, shipping and 
banking, her powerful trade organization in the country, and 
above all her political power which gave her the control o\-er 
the economic policy of the country. 

Some Outstanding Landmarks of Indian Trade in Modern 
Times. This long period of Indian trade from 1S70 to the 
present day may be divided into four sections : the pre-war 
period between 1S70 to 1914 ; the war period between 1914 to 
1918 ; the post war period between 1919 to 1929 ; and the depres- 
sion from 1929 to the present day. We shall very briefly 
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Tcview the outstanding -landmarks of Indian trade in modem 
times. Just before the commencement of our period, owing to 
the American Civil War between 1864-69, there were large ex- 
i/iS'.rts of raw cotton at high prices to England, and the imports 
of piecegoods were checked owing to England’s difficulty in ob- 
taining cotton. During the last quarter of the nineteenth centur}’- 
the trade development was comparatively slow as the mpee had 
been steadily losing in gold value and the violent oscillations 
in its exchange value introduced a considerable element of 
•speculation and uncertainty in foreign trade. The situation was 
further aggravated by the great famines during this period and 
the repeated visitations of plague. Finally, while the stabili- 
zation of the exchange value of the rupee at is. 4d. stimulated 
trade with gold standard countries, the appreciation of the rupee 
•dealt a blow to our trade in textiles with China and Japan. The 
■first fourteen years of this century witnessed a remarkable 
•expansion in the foreign trade as trading conditions, both in 
India and outside, were very favourable. 

During the wai; trading conditons were entirely transformed. 
There was a complete cessation of trade with the enemy 
•countries, and the discontinuance of trade with Germany affected 
India adversely, as in the pre-war period she had been India’s 
"best customer after Britain. Even trade with the allied 
■countries could not be maintained at the normal level owing to 
their pre-occupation with war ; and trade with neutrals was 
restricted to prevent munitions of war reaching Germany. 
T'here was a very sharp rise in freights on account of the 
■sinking of a large number of ships by Germany, the pressure 
■of war requirements, and the shortage of shipping space avail- 
■able, on account of the disappearance of the enemy tonnage. Its 
“■•^ffect on Indian trade was vei-y adverse ; and this shortage of 
shipping handicaped India severely in selling her commodities, 
for ■which there was a great demand during the war. The dis- 
location of foreign exchanges and the insecurity of the sea were 
further disturbing factors. The demand for sand bags for 
trench warfare and of hides for soldiers’ boots greatly stimulated 
the export trade, which was handicaped, however, by govern- 
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meat control and the dilTiculties regarding export lumnce, due 
to the curtaihiieiit iu the iiale of Council Bills, ihe import 
trade did not experience the same re%'ival but the gap left open 
by Britain was filled up by Japan and the United States, whjH 
exploited the situation to their own advantage. While there 
was a considerable fall in the volume of exports and a much 
greater fall in the volume of imports during the war, prices 
during the war had soared very high and it is estimated, on the 
basis of 1913-14 prices, that the prices of imports in 1918-19 
had appreciated by 16S per cent, and that of exports by 50 per 
cent. What the foreign trade had lost iu %mlume it had made 
up in prices. It will be observed that the prices of imported 
goods had appreciated very much more than the prices of 
exported commodities ; and it is obvious that this change 
affected our country very adversely. Tire war, however, by the 
temporary disappearance of foreign competition stimulated oui 
industries ; and as a result we find that tlie percentage of manu- 
factured goods among our exports rose from 22.4 per cent, im 
1913-14 to 36.6 per cent, in 191S-19 j but the country had noV 
been fully prepared to take advantage of the opportunity for 
the development of its industries. 

The early post-war period in India, as iu a number of other 
countries, was characterized by a trade boom due to the removal 
of war-time restrictions, the improvement iu the shipping 
situation, the gradual resumption of commercial intercourse with 
enemy countries, and the eager desire to satisfy wants which 
had been starved during the war period. The revival of trade 
in general and the exports in particular would have been far 
greater but for the railway congestion in India, the rise iu the 
exchange value of the rupee, unstable foreign exchanges, high 
prices, labour troubles, and the continued restrictions on th^ 
export of cereals owing to the failure of the monsoon in 1918-19- 
But the pace of the post-war boom was too fast and before long 
it was followed by a slump. The export trade was the first 
to be affected : there was a slackening of demand from the allied 
countries where the markets were glutted with Indian produce ; 
the countries of Central Europe were unable to buy Indian pro- 
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duce owing to the unexampled depreciation in their currencies 
and their shattered resources ; the severe crisis in Japan 
prevented the export of cotton to that countr}"- ; the misguided 
^Atempts of the Government of India to stabilize the rupee at 
2s. (gold), as reconunended by the Babingtou-Smith Committee, 
further crippled the already weak export trade ; and the unsatis- 
factorj" monsoon of 1920 and the high prices of food stuffs 
necessitated the continuation of the embargo on their export. 
The import trade, on the other hand, went on expanding ; during 
the war the country had been starv'ed of many of the imported 
necessities, and the large orders for machinery and other goods 
which had been placed with the manufacturers were now 
executed and goods began to pour in ; and the high exchange 
value of the rupee further stimulated the import trade. It is 
not surprising, therefore, that there was a heavj’^ balance of 
ti'ade against India of Rs. 79.80 crores in 1920-21 and Rs. 33.93 
crores in 1921-22.- The collapse of the rupee which followed 
the failure to stabilize it at 2s. (gold) resulted in hea\v losses to 

importers, and the year 1921-22 was one of unrelieved 
'depression. But gradually the trend towards the establishment 
of normal conditions gathered strength by the help of the 
progressive stabilization of European currencies, the improve- 
ment in the credit position of the Centi'al European countries, 
and putting out of the w'ay the impossible reparations question. 
This improvement continued till 1929 when the greatest depres- 
sion in the history of the international trade set in, out of which 
we have not yet emerged. 

The depression which began in 1929 with a catastrophic 
fall in prices has hit international trade very hard all over the 
world, and India, like the rest of the world, has suffered greatly 
Vom it. But as the fall in the prices of agricultural produce 
has been much greater than the fall in the prices of manu- 
factured goods, the agricultural countries have been specially 
hard hit by the present slump. The quinquennial average of 
imports during 1929-30 to 1933-34 feE from Rs. 251.02 crores 
(the previous quinquennial average) to Rs. 161.14 crores ; 
and the exports correspondingly fell from Rs. 353.51 crores to 

41 
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Rs. 198.60 Crores. During 1934-35 the imports amounted to 
Rs. 134.59 crores and the exports ainounted to Rs. 155-04 crores. 
These figures give us an idea of the extent of the depression, and 
a glance at them is enough to dispel the false optimism that ive 
have emerged out of the depression ; and though the figures 'for 
1934-35 constitute a slight improvement on the previous year, 
it is yet too premature to say that we have turned the corner. 
One striking feature of the foreign trade of India since the 
depression has been that the fall in our exports has been far 
greater than the fall in our imports, and a substantial part of 
the latter are paid for by exporting large quantities of treasure, 
an unprecedented feature in our foreign trade. During the last 
four years (1930-31 to 1934-35) the net export of treasure from 
India has amounted to the colossal sum of Rs. 248.26 crores, out 
of which gold accounted for Rs. 233.09 crores. It does not need 
any elaborate argument to show that our imports (of goods and 
services together) cannot be indefinitely financed by exports of 
gold, and so the present position of our foreign trade must 
inevitably change, either by the exports registering a sha^ 
advance, or by the imports registering a corresponding decline, 
or by both of these tendencies working simultaneously. We do 
not see any signs of the exports registering any substantial 
advance in the near future, and we are inclined to think that 
ultimately the imports must register a sharp decline, as the 
country finds it more and more difficult to continue to export 
enormous amounts of gold. In other words, not only is our 
foreign trade likely to be sharply curtailed, but there is a 
possibility that the very basis of our economy may be trans- 
formed. As the country will be increasingly disabled from 
pa5’’ing for manufactured imports b3'' exports of raw materials, it 
will be forced to depend upon itself to a greater extent for ll^e 
provision of its necessities in the shape of manufactured goods. 
The future tendency of our foreign trade holds out some very 
interesting possibilities, and the student of Indian economic 
problems will 'watch them with the greatest interest. ^ 

Fluctuations in the Volume of Trade and Prices. In 
order to understand cori'ectly the tendency of our foreign trade. 
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it must be studied not only from the point of view of value but 
also from the point of view of volume and prices. In the follo^y- 
ing table* the values of the imports and exports of merchandise 
have been compiled on the basis of the declared values in 
1 3-14 to afford some indication of the changes in the volume 
of trade. These statistics are necessarily approximate but they 
are sufficiently accurate to afford a fair measure of the course of 
trade. 


In crores of rupees. 


’ M V » 

1913-14 ' 

CVJ 

1 

CO 

CM 

0 
i "" 

1927-28 

1928-29 

1929-30 

1930-31 

1931-32 

1932-33 

1933-34 

10 

rp 

ro 

2 

Imports 



181 ; 


189 : 

157 

143 

162 

146 

172 

Exports 

Total trade in merclian- 
dise (excluding re- 

M 

■ 

248 

260 

263 

235 

200 

176 

j 

209 

216 

-exports) 

-jfc 

427 

1 

384 

429 


452 

392 

343 

338 

355 

388 


The table shows that there was improvement during 1934-35 
in the volume of both exports and imports, but the recovery in 
the case of imports was much larger than in the case of exports. 
The extent to which the general level of prices for imported 
articles adjusted, iteelf to the general level of prices for exported 
articles may also be seen from the followingf index numbers 
which have been obtained by comparing the values of imports 
and exports, as shown in the preceding table, with the values 
actually recorded for each. 





00 

1 05 

0 



ro 


10 



CM 

CM 

CM 

CO 

ro 


ro 

ro 

ro 


CO 

CO 


ob 

05 

CO 


CM 

rb 



1 

CM 

CM 

1 CM 

CM 

ro 


ro 

ro 

ro 

y 

C5 

Cl 

0 

1 05 

C35 

C35 


05 

05 

05 



.-1 

1 







Imports 

... 100 

148 

136 1 

133 

128 

105 

88 

82 

79 

77 

Exports 

... 100 

132 

' 130 

127 

1 

118 

94 

78 

75 

70 1 

1 1 

70 


* Rcvic-iV of the Trade of India (1934-35), p. 15. 
t Review of the Trade of India (1934-35), p. 16. 
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It will be seen that export prices are still on a lower level 
than prices of imported articles. The margin between the index: 
numbers for imports and exports, which was 9 points in 1933-34. 
declined in 1934-35 to 7 points due to a fall of 2 points in the 
hnport index number. The index numbers given here refer to 
ex-duty prices at ports. , 

Outstanding Features of our Foreign Trade. The 
imports and exports of India may be classified under five main 
divisions and the following tables give us the average value of 
imports and exports for each of these divisions before the war, 
during the war, and after the war ; and the exact value for 
1933-34 and 1934-35. The pre-war average means the average 
of the five years 1909-10 to 1913-14. the w^ar average the 
average of tlie five years 1914-15 to 1918-19, and the post-war 
average the average of the five years 1919-20 to 1923-24- 


Imports' 

In crores of rupeeSj. 


Commodities. 

Pre-War 

average. 

War 

average. 

Post-War 

average. 

1933-34 

1934-35. 

Food, Drink and Tobacco 

21-84 

26-38 

37-82 

12*24 

13-86 

Raw Llaterials and Produce and 
Articles mainly unmanufac- 
tured 

10-08 

9*87 

19-00 

1 

15-21 

17*12 

i 

Articles wholl}' or mainly manu- 
factured 

11L78 



1 

85-20 j 

98-51 

Living Animals 

•43 


! -24 

-28 j 
1 

-24 

Postal Articles not specified ... 

1-69 

1 


4*41 

' 2-40 j 

2-54 

Grand Total 

145*84 

147-80 

254-04 

115-35 ' 

. i 

132-29 


Review of the Trade of India (1934-35) pp. 178-9. 
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Exports* 

In crores of rupees. 


Commodities. 

Pre-War 

average. 

War 

average. 

Post-War 

average. 

1933-34 

1934-35 

1 

Food, Drink and Tobacco 

62*96 

69-56 

59-62 

36*02 ’ 

36-12 

Raw Materials and Produce and 
Articles mainly unmannfac- ; 






tured 

104*66 ! 

86*41 , 

145*90 

68*94 

75-16 

Articles wholly or mainly manu- 






factured 

50*61 

68*44 

77*96 

39*89 

38-50 

Diving Animals 

•35 

1 

•22 

30 

•09 

•12 

Postal Articles not specified ... 

•90 

1*32 

2*52 

1-34 

1*30 

Grand Total 

219*19 

215-96 

286*33 

146*31 

151-21 


, These figures reveal very clearly that the bulk of our 
imports consist of manufactured goods and the bulk of our 
^ports consist of raw materials. Further, it will be observed 
'that while both the imports and the exports register a sharp 
decline, the latter have declined much more than the former. 
During the year 1934-35 there has been some recovery, but 
again the recovery in imports has been much greater than the 
recovery in exports. It will be noticed that the imports of raw 
materials and produce and articles mainly unmanufactured have 
increased from a pre-war average of Rs. 10.08 crores to Rs. 17.12 
crores for 1934-35, and it is the only group, with the exception 
of postal articles not specified, which registers an advance and 
such a substantial advance.' The principle commodities under 
this head in 1934-35 are oils (mineral, vegetable and animal) 
T^ich account for Rs. 6.97 crores and cotton (raw and waste) 
which accounts for Rs. 5.28 crores, all other items being less 
than a crore. Under the imports of food, drink and tobacco we 
find that in 1934-35 the imports of fruits and vegetables have 


* Review of the Trade of India (1934-35), pp. 180-1. 
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gone up by about Rs. 30 lakbs as compared to the previous year’s 
figure of rupees one crore, and this figure is not remarkable 
when we find that even in up-country places like Benares foreign 
fruit is invading the market. Incidentally it shows how very 
defective is our organization for the production and sale of fruit 
in this country. The imports of grain, pulse and flour registered 
the very high figure of Rs. 2.66 crores for 1934-35. In this con- 
nection we find that a notable and probably permanent change 
is taking place in the trade of India. While the pre-war figure 
under this head was under Rs. 26 lakhs, the war-average was 
about Rs. 53 lakhs, the post-war average was Rs. 2.69 crores. 
The year 1934-35 niay be therefore taken more or less as a 
normal year so far as the imports of grain, pulse and flour are 
concerned. The imports of sugar during 1934-35 amounted to 
Rs. 2.10 crores as against the post-war average of about Rs. 20- 
crores. The decline is due to the policy of protecting sugar and 
incidentally reveals how much the state can do to. stimulate any 
particular industry. 

Under the imports of articles wholly or mainly manufac- 
tured, the first place must be given to cotton yarns and manu- 
factures which accounted for the huge figure Rs. 21.76 crores in 
1934 - 35 ) registering an increase of slightly over Rs. 4 crores over 
the previous year. It will be observed that as compared to^ 
Rs. 52 crores which is the pre-war average and the war average, 
and Rs. 71 crores which is the post-war average, this figure 
shows a very substantial decline. But it is obviously anomalous- 
that India, which produces the bulk of her cotton manufactures, 
should continue to export large quantities of raw cotton and 
to import large quantities of cotton manufactures. If it was the 
settled polic}'’ of the state to make the country self-supporting 
in the matter of its cotton manufactures, the difficulties which 
stand in the way could be easily tackled vigorously and success- 
fully. Next to cotton manufactures, the most important item of 
our import is machinery which accounted for Rs. 13. 28 crores 
in 1934-35. It is about time that the problem of producing 
machinery in the country was seriously tackled, and a fraction 
of the amount which has been spent in buying machinery frojn. 
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foreign countries all these years would have sufSced to equip 
the countr3^ to satisfy its own requirements in the shape of 
machinery to a verj’- substantial extent. In addition to the 
figure for machinery, we must take note of the fact that in 
-6‘'334-35 and steel and manufactures thereof accounted for 
Rs. 6.37 crores, and metals other than iron and steel and manu- 
factures thereof accounted for Rs. 4.9S crores, not to speak of 
cutlery and hardware which accounted for Rs. 5.43 crores, 
electrical goods which accounted for Rs. 2. Si crores, and motor 
vehicles which accounted for Rs. 6.60 crores. The figure for 
chemicals, drugs and medicines has steadilj’^ increased to Rs. 5.20 
crores in 1934-35 ; d3’^es and colours account for Rs. 4.01 crores ; 
woolen 3mrns and manufactures account for Rs. 3.45 crores ; and 
silk yams and manufactures for Rs. 2.79 crores. 

Having gone through the outstanding features of the 
imports, with special reference to 1934-35, we now turn our 
attention to the exports. Under the head of food, drink and 
tobacco, we observe tliat the exports of grain, pulse and flour 
Imve registered a catastropic decline from the pre-war average 
^ot Rs. 45.81 crores, the war average of Rs. 37.41 crores, and the 
post-war average of Rs. 32.82 crores to the figure of Rs. 11.84 
crores for 1934-35. And a careful study of it does not hold out 
any hope of full recover3’-. The exports of tea now take the first 
place under this head and the figure of Rs. 20.13 crores shows 
a fair 13’^ steady improvement from pre-war times. It is necessary 
to observe that the tea plantations in India are owned almost 
exclusively by the British. Coming to raw materials and pro- 
duce and articles mainb’’ unmanufactured, the first place must be 
given to cotton which accounts for Rs. 34.99 crores in 1934-35 5 
and while this registers an improvement of about Rs. 8 crores 
on the previous year, the post-war average was neaidy double 
^nd amounted to Rs. 65.62 crores. The second place goes to 
seeds which account for Rs. 10.54 crores in 1934-35, and this 
figure registers a further decline of more than Rs. 3 crores as 
compared' to last year, while the pi'e-war average was Rs. 24.36 
crores and the post-war average was Rs. 23.53 crores. Again we 
are inclined to think that this catastropic fall will prove to be 
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permanent and not temporary, unless there is an improvement 
in prices. The export of raw jute amounted to Rs. 10.87 crores 
while the pre-w'ar average was Rs. 22.20 crores and the post-war 
average was Rs. 19.52 crores. But as India has the monopoly 
of jute production and there are no alternative sources of supply^., 
we may take this decline to be due exclusively to the general 
depression. The exports of hides and skins have fallen from an 
average value of about Rs. 10 crores to Rs. 3.13 crores in 1934-35; 
gums, resins and lac 'have fallen from a post-war average of 
about Rs, 8 j 4 crores to about Rs. crores in 1934-35 j 
similarly the exports of raw wool have fallen from an average 
of about Rs. 3^ crores to about Rs. crores in 1934-35. 
Among the articles wholly or mainly manufactured, the first 
place must go to jute yarns and manufactures which accounted 
for Rs, 21.46 crores in 1934-35 as compared to the pre-war 
average of Rs. 20.24 crores, the war average of Rs, 40.19 crores, 
and the post-war average of Rs. 43.15 crores. The second place 
goes to hides and skins, tanned or dressed, and leather which 
account for Rs. 5.47 crores in 1934-35 as compared to the posb^-i 
war average of Rs. 6.24 crores. Cotton yams and manufactures,^ 
which maintained a level of more than Rs. ii crores before the 
war and during the war and had a post-war average of slightly 
over Rs. 17 crores have fallen to the low level of Rs. 2.64 crores. 
The export of metals and their manufactures in 1934-35 total 
over Rs, 3 crores, and while there is a fall of about Rs, 37 lakhs 
as compared to the previous year, this figure is much higher 
than any previous quinquennial average. 

The Direction of India’s Trade. No study of the trade 
of India would be complete without a close scrutiny of- the direc- 
tion of trade. The following tables'^ give the percentages of our 
imports from and exports to the different countries of the world 
before the war and during the four years from 1931-32 to 1934-35, 
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Country, 

1913-14 

1931-32 

1932-33 

1933-34 

1934-35 

United Kingdom ' 

G<^'rmany 

Jfva 

Japan 

United States of America 
Belgium 

Austria and Hungary ... 

Straits Settlements 

Iran, Arabia, Iraq, Asiatic 
Turkey and Sumatra 

France 

^lauritius 

Italy 

China ... ... ••• 

Netherlands 

Australia 

Hongkong 

Dutch Borneo 

Ceylon 

Switzerland ... ... ... 

Kenya and Zanzibar ... 

Per 

cent. 

C4*l 

6-9 

5-8 

2*6 

2-6 

2-3 

2-3 

P8 

1-5 

1*5 

1-3 

1-2 

•9 

•8 

•5 

•5 

•4 

•4 

•3 

•3 

Per 

cent. 

35*5 

8'1 

3-8 

10-6 

10-2 

2-4 

•6 

2-3 

3*0 

P7 

2-8 

2*2 

P6 

1*2 

•4 

•5 

M 

1-0 

2-9 

Per 

cent. 

36*8 

7- 8 
2-8 
15*4 

8- 5 
2-6 

•5 

2*1 

2-0 

1*5 

3-0 

2-2 

1*'3 

•8 

•4 

•3 

P3 

1-0 

1-7 

Per 

cent. 

41*7 

7*7 

2*1 

14*2 

6*2 

2*3 

•5 

2*6 

1*9 

1*3 

2*5 

1*9 

1*6 

*9 

•4 

*3 

1*1 

•8 

2-1 

Per 

cent. 

40*6 

7*6 

1*4 

15*7 

6*4 

1*6 

•5 

2*3 

2*5 

1*2 

2*3 

1*6 

1*0 

-7 

•3 

*2 

1*0 

1*0 

2-4 

Exports 

} Country. 

1913-14 

1931-32 

1932-33 

1933-34 

1934-35 

-.c — — 

Per 

Per 

Per 

Per 

Per 


cent. 

cent. 

cent. 

cent. 

cent. 

United Kingdom 

23'4 

27-9 

28-0 

32-2 

31-6 

Germany 

10*6 

6*3 

6*5 

6*5 

4*6 

Japan 

9‘1 

8-7 

10-3 

8*5 

15*7 

United States of America 

8*7 

8-9 

7*4 

9*6 

8*5 

France 

7-1 

4-8 

60 

4*9 

3*5 

Belgium 

4-8 

2*8 

30 

3*0 

2*8 

Austria and Hungary ... 

4*0 

... 

... 

... 

... 

Ceylon 

3-6 

5-0 

5*0 

4*2 

4*2 

Iran, Arabia, Iraq, Asiatic 






Turkey and Sumatra 

3*2 

2*1 

2*2 


1*7 

Italy ... ... ^ 

3*1 

3*4 

3*5 

3*8 

3*9 

Hongkong 

3-1 

1-2 

M 

•8 

•4 

Straits Settlements 

2*7 

3*0 

2*7 

2*3 

2*1 

China 

2*3 

4*9 

20 

3*0 

1*7 

Gi^ntral & South America 

2-2 

1-5 

2-8 

2*2 

2*5 

Netherlands 

1-7 

3*0 

3*0 

2*7 

2*2 

Australia 

1*6 

1-8 

2*9 

2*0 

1*8 

Kenva and Zanzibar ... 

1-0 

1*5 

•5 

*5 

*4 

Russia 

•9 

•3 

•3 

•1 

•1 

Spain 

•8 

•8 

1*0 

•9 

*9 

Java 

•8 

M 

•5 

•3 

*3 

“For orders” Cargos Total’*' ... 


■ 

— 

■■ 

•2 
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These figures reveal certain interesting facts and tendencies. 
Tlie United Kingdom occupies the first place both in our imports 
and exports but tlie imports from the United Kingdom are sub- 
stantially greater than the exports to her and the balance >of 
trade is invariably against India. At the beginning of thiw’ 
centuiy the imports from the United Kingdom amounted to as 
much as 69 per cent of our total imports, and there has been 
a marked tendenc}’’ for the imports to be diverted from the 
United Kingdom to other countries, Until in 1931-32 the share 
of the United Kingdom amounted to 35.5 per cent only. Since 
then, on account of the preferential treatment accorded to goods 
fiom the United Kingdom under the Ottawa Agreement and 
otherwise, the imports from the United Kingdom have recorded 
a substantial improvement to 41.7 per cent in 1933-34 and to 
40.6 per cent in 1934-35. It is obvious that in spite of the 
several advantages which she enjoys in India, the United King- 
dom is unable to maintain its position in the Indian market 
without preferential treatment ; and the last great war brought 
about a permanent change in this connection. An effort is being 
made to counteract it bj' means of tariff manipulations at tli^e 
expense of India, and we shall discuss it in detail in the next 
chapter. 

Japan occupied a veiy insignificant place in the trade of 
India at the beginning of this century but she has been steadih^ 
improving her position until in 1913-14 she took 9.1 per cent 
of our exports and supplied 2.6 per cent of our imports. During 
the war the pre-war tendenc}’- of our imports to move awaj’- from 
the United Kingdom gathered strength ; Germany was out of 
the picture ; and Japan and the United vStates look ample advan- 
tage of the situation to consolidate their "position in the Indian 
market. Japan now definitelj' occupies the second place both 
in our imports and exports, and her trade with India has 
recorded a fairl}’- stead}’- increase in spite of the great depression, 
the preference shown to her British competitors, and the fixing 
up of the upper limit of the imports of Japanese cotton piece- 
goods and the heav}'- customs duties on them. In 1934-35 the ' 
share of Japan in our imports and exports was 15.7 per cent in 
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both, and as our exports are greater than our imports, it means 
that we sold more to Japan than we bought from her. 

Germany occupies the third place in our imports and the 
TJ.uited States the same place in our exports. In 1934-35 
Germany supplied 7.6 per cent of our imports and took only 
4.6 per cent of our exports, and the balance of trade went appre- 
ciably against India. The fall in our exports is due to the 
deliberate policy of Germany which, in the words of the Indian 
Trade Commissioner at Hamburg, “as a result of compensation 
trade and clearing agreements is obtaining large quantities of 
raw materials which she formerly bought of India.” The 
obvious remedy is to negotiate a bilateral trade agreement with 
German3'-, and the considerable imports from Germany to India 
would make the negotiation of such an agreement a very easy 
business. But while the exports of India have dwindled down 
very substantially, while several countries have adopted restric- 
tive measures and clearing agreements for the improvement of 
their trade positions, while Great Britain has recently concluded 
^iS'iateral trade agreements with nineteen countries, === while a 
resolution passed at Geneva in September 1935 urged that the 
recovery of international trade would be greatly assisted by the 
conclusion of bilateral agreements aiming at a more liberal 
economic policy, while, in a word, the condition of international 
trade has been rapidly and substantially transformed, the Gov- 
ernment of 'India is wedded to its traditional foreign trade 
policy, and in a speech before the Associated Chambers of 
Commerce on i6th December 1935 Dord Willingdon is reported 
to have said, “I would aflSrm that nothing in the study of world 
economic conditions in the past few years, or in India’s present 
^fcumstances, has shown that any departure from our accepted 


* Separately recorded from 1934-35. 

The following are the nineteen countries : Argentina, Brazil, 
Denmark, Estonia, Finland, Germany, France, Iceland, Italj-, Latreia, 
'Dithuania, Netherlands, Norway, Rumania, Sweden, Turkey, Soviet 
Russia, Poland and 'Uruguay, 
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policj'’ is necessary.” We can hardly blame Germany or any 
other country if they take advantage of the situation and exploit 
it to their own advantage, while the Government of India con- 
tinues to hug its "traditional foreign trade policy” and refuses 
to face the realities of the new situation created in internationay'’ 
trade. And meantime the price of this misguided policy is paid 
by the poor Indian producer, and the very unsatisfactory position 
of our exports, whatever its other causes may be, is partly due 
to this mischievous policy. 

The United States of America runs neck to neck with 
Germany in the trade of India. During 1934-35 she supplied 
6.4 per cent of our imports and took 8.5 per cent of our exports. 
\'\niile the second place of Japan in our foreign trade is 
unchalleuged, it is likely that the third place udll be 
taken by the United States. Owing to her own internal 
difficulties and the great depression, our trade with the 
United vStates has been more or less marking time but when 
the situation is stabilized, both our imports and exports 
should register an appreciable advance. Our trade with 
other countries need not detain us long. Before the war, oh. 
account of large imports of sugar, Java took the third place in 
our imports of which she supplied 5.8 per cent. But with the 
granting of protection to the sugar industr}'’ these imports have 
steadily declined and in 1934-35 Java was responsible for only 
i .4 per cent of the imports. Our exports to France have declined 
from 7.1 per cent in 1913-14 to 3.5 per cent in 1934-35 while the 
corresponding decline in imports has been from 1.5 per cent to 

1.2 per cent. Similarly Belgium consumes less of our exports 
which have declined from 4.8 per cent in 1913-14 to 2.8 per cent 
in 1934-35 while the corresponding change in imports is from 

2.3 per cent to 1.6 per cent. Ceylon is the only country where 
our exports have increased to an appreciably greater extent thad 
our imports ; and she takes a considerable quantity’' of our 
exports which amounted to 4.2 per cent in 1934-35 as against 
I per cent of -her imports during the same year. Italy is one of 
those few countries which have increased both their imports and • 
exports with India as compared to the pre-war position ; and 
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our favourable balance of trade witb China has disappeared. The 
imports from Kenya and Zanzibar have jumped up from the 
insignificant pre-war figure of .3 per cent to the appreciable 
figure of 2.4 per cent. Other countries do not call for any parti- 

if 

cular comment. 

The Entrepot Trade in India. The entrepot trade of a 
country’ consists of re-exports of goods previously imported 
from other countries ; and the geographical position of India, 
in the centre of the eastern hemisphere, gives her a very favour- 
able position as a convenient meeting place for the trade of the 
far east and the west, and as a good distributing centre for the 
neighbouring Asiatic countries which have no sea-board of their 
own. Since times immemorial India has enjoyed a considerable 
entrepot trade, and in the old times it consisted chiefly of the 
imports of silk-gpods and porcelain from China, pearls from 
Ce}don, precious stones and spices from the islands of the 
Eastern Archipelago, to be re-exported to the countries of the 
west ; while Venetian glass and the like were imported from the 
countries of the west to be re-exported to the east. In modem 
times the entrepot trade of India has largely consisted of manu- 
factured goods from Europe, America and Japan ; and during 
I934“3S* the shares of the principal countries in the total re- 
export trade were the United Kingdom 30 per cent, Ceylon 13 
per cent, the United States of America 7 per cent, Japan and 
Iraq 6 per cent' each, Arabia 5 per cent, Iran, Kenya Colony, 
Aden and Dependencies, the Bahrein Islands, and the Straits 
Settlements 3 per cent, each, and Erance and Anglo-Egyptian 
Sudan 2 per cent. each. As usual, the bulk of the trade passed 
; through Bombay, which accounted for 67 per cent, Karachi had 
^ per cent and Bengal 10 jper cent of the re-export trade. 'While 
tDe value of the entrepot trade of India during 1934-35 (Bs. .3.54 
crores) registers a slight improvement as compared to 1933-34 
(Rs. 3.41 crores), there has been a tremendous fall as compared 

® Review of the Trade of India (1934-35), p. 125. 

f Ibid 7 p. 198 . 



654 


INDIAN ECONOIMICS 


to the post-war average. The following table gives a comparative 
study of the total value of our re-exports during 1933-34 and 
1934-35 as well as the average during the pre-war period, the 
war period and post-war period. ^ 

i 


In chores of rupees. 



Pre-war 

average 

1 

1 

War 

average 

1 

Post-war 

average 

1933-34 

1934-35 

Total value of 

Re-exports 

i 

1 

4*61 

1 

8-14 

1 

i 

15.64 1 

3-41 

1 

3-54 


Among the articles re-exported none occupies a predominent 
position. During 1934-35 hides and skins accounted for 
Rs. 56.13 lakhs, cotton (raw and manufactured) for Rs. 35.11 
lakhs, metals and ores for-Rs. 30.12 lakhs, wool (raw and manu- 
factures) for Rs. 26.24 lakhs, vehicles for Rs. 25.57 lakhs, sil,k 
(raw and manufactures) for Rs. 17.7 lakhs, and the various- 
miscellaneous articles like hardware, machinery and millwork, 
sugar, apparel, gums and resins, fruits and vegetables, haber- 
dasher}^ and millinery, rubber manufactures and others accounted 
for Rs. 163.43 lakhs. But the prospects of our -entrepot trade 
are far from rosy. There is a growing tendency among the 
various countries to establish direct trade relations and its effects 
are visible in the declining figures of our entrepot trade, apart 
from the great trade depression which we are passing through. 

Balance of Trade and Movement of Treasure. A large 
surplus of exports over imports of private merchandise used^to 
be a normal feature of India’s foreign trade and this surplus was 
liquidated by payment of “home charges” and the importation 
of precious metals. India’s average credit balance in merchan- 
dise was Rs. 78 crores in the five pre-war years, Rs. 76 crores 
during the five war years, and Rs. 53 crores during the five post- 
war years ending 1923-24. During the next quinquennium the 
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average rose, to E.s. 113 crores, but it dropped to a low figure of 
Rs. 43 crores during the 'five years ending 1933-34. The year 
1932-33 was the least favourable, the credit balance dropping to 
a^little over Rs. 3 crores. In 1933-34 tlie balance in favour of 
rhdia was Rs. 35 crores but 1934-35 saw a deterioration of the 
position, the balance dropping to Rs. 23 crores. While in itself 
a low credit balance need not cause perturbation, it is of the 
greatest significance in the case of India which has to make very 
large payments to the United Kingdom annually to meet the 
home charges . The account has been balanced only by means 
of exports of gold from India which we shall discuss later. The 
following table''' shows the exports of Indian merchandise, the 
re-exports of foreign merchandise, and the imports of foreign 
merchandise all on private account ; the balance of trade in 
private merchandise ; the imports and exports of gold, silver 
and currencj>- notes all on private account, and the balance of 
transactions in treasure ; and finally the total visible balance of 
trade. The figures given are the pre-war average, the war 
a^'erage, and for the last five years. The sign -t- means net 
,,<^ort and the sign — net import. 
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Gold Exports, The greatest change that has occured in 
India’s foi'eign trade during the last few years is that she has 
been converted from the position of a gold importing into a gold 
5^\'porting’ country ; and the net exports of gold from India 
during the four years ending March 1935 amounted in value to 
the colossal sum of Rs. 233.09 crores. While during the great 
depression, in India as everywhere else, there has been a sub- 
stantial decline in the value of both imports and exports, the 
decline in our exports has been far greater than in our imports. 
The result is that quite a substantial amount of our imports 
(visible as well as invisible) is paid for by export of gold, and it 
is quite obvious that this process cannot last indefinitely, as 
India does not ]3ossess an unlimited stock of gold which she can 
go on continually exporting. This shows that the fundamental 
basis of our foreign trade at present is thoroughly unsound ; 
and it does not need much foresight to predict that in a com- 
paratively short time our foreign ti'ade will register a radical 
change in order to adjust itself on a new basis. Either the 
exports will increase (of which there seems to be little chance at 
'^present), or the imports will decrease (which is quite likely), or 
the exchange value of the rupee will be forced down by a 
cessation in the flow of gold, which will result in a new adjust- 
ment in our foreign trade by stimulating exports and discourag- 
ing imports. But in whatever manner the adjustment may take 
place, this much is perfectly certain that our foreign trade can- 
not be indefinitely financed by exports of gold and an adjust- 
ment on a new basis must take place sooner or later, and sooner 
rather than later. The lowering of the exchange value of the 
rupee will facilitate this adjustment ; and though the govern- 
' ment may desire to fight against it by every means in its power, 
t^e cessation in the flow of exports of gold must inevitably force 
d6wn the exchange value of the rupee, which appears to us to 
be nob a very remote contingency. 

Balance of Accounts. It will be observed from the last 
table that the total visible balance of trade is always in India’s 
favour to a very substantial extent. How is this balance 
adjusted? It is adjusted by means of what are called “home 
• 42 
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charges” which comprise the payment b5'- India to United 
Kingdom of interest on loans, the furlough pay and pensions of 
British officers who have served in India, the expenditure on the 
army which the British government incurs for the benefit 
India, the purchase of stores in the United Kingdom on behalf 
of the Government of India and such other items. The adjust- 
ment is carried out by means of Council Bills, purchase of 
sterling and other Government remittances to the United King- 
dom. In addition certain “invisible” items enter into India’s 
balance of accounts which comprise the very substantial amounts 
India has to pay for foreigners’ profits in shipping, banking, 
insurance and other occupations, private remittances by foreign 
merchants, government officers and professional men, tourists’ 
expenditure etc. which, in the nature of things, cannot be 
estimated accurately. We may sum up the principal debit and 
credit items in our dealings with foreign _countries as follows ; — 


Debit. 


Credit. 


1. Imports of merchandise. _ 

2. Interest on loans raised 

abroad. 

3. Profits of foreign shipping, 

banking and insurance com- 
panies. 

4. Furlough pay and pensions 

to British officers in the 
United Kingdom. 

5. Remittances sent abroad by 

foreign merchants, govern- 
ment officers and profes- 
sional men. 

6. Purchase of stores and bul- 

lion on Government ac- 
count. 

7. Remittances sent to Indian 

students and tourists abroad 

8. Imports of treasure. 


1. Exports of merchandise. 

2. Exports of treasure. 

3. Remittances li}’’ foreigners for 

missionary institutions in 
India. 

4. Tourists’ expenditure in 

India. 


V 


The profits of foreign shipping, banking and insurance com- 
panies and the remittances sent abroad by foreign merchants, 
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goveniment officials and professional men constitute the biggest 
items in our "invisible imports" in the shape of. services, and 
total up to a huge amount. It is not necessarj^ here to estimate 
in detail the value of these services and the return which India 
'•iels for the vast sums which she annually pays for them. 
Suffice it to say that many of these services India has to accept 
beacuse she is not permitted to dispense with them, and the 
advantage which she derives from them is of a ver}’’ doubtful 
chai'acter. 

The' “Drain." ^ The so-called drain theory has its origin 
in the fact that exports from India are usually greater in value 
than the imi^orts, and it has been assumed that the excess 
of our exports represents the annual tribute which India pays 
to' the United Kingdom on account of her political subjection. 
While it must be admitted that no tribute as such is paid by 
India to Britain, and tliat she does receive a return for every 
payment that she makes, the real point at issue is whether she 
receives an adequate return. For the excess of her exports 
cbver imports, the return which India receives is generally 
/Comprised under the head of the "home charges.” An analysis 
of these "home charges" shows that the most important item 
is interest on loans incurred on account of the railwaj’^s and 
for general purposes. We- cannot reasonably object to this 
item, provided the loans have been incurred bona fide 
for promoting the welfare of the country and at reasonable 
rates of interest. It is not possible here to scrutinize the 
various loans, the object for which they were incurred, and 
the rates of Interest . But it must be noted that the Indian 
National Congress, which is the most important political party 
in India, entertains very serious doubts about the bona fides 
of some of these transactions, and it demands that all these tran- 
sactions should be examined de novo by an impartial tribunal. 
■?^'he Government is not. prepared to concede tliis demand or to 
have its bona fides questioned. Under these circumstances we 
cannot express any definite opinion about the point at issue. 
The stores purchased on behalf of India in the United Kingdom 
must be excluded from a discussion of the drain theory, because 


* Cf, Indian IJconoinics— Jatliar & Beri, Vol. II, pp. 271 et seq. 
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thotigli it is a perfectly tenable position to argue whether these 
stores could not be purchased more cheaply elsewhere, or 
whether a greater reliance for their purchase could not be 
placed on the Indian market, the stores represent a material 
equivalent for what India has to pay, and in discussing the''’^" 
drain theoiy we are partially concerned in discussing those 
items in which the return which India receives is not in a 
material shape. India has to make heavy annual payments to 
the United Kingdom for civil and military services. Does she 
receive an adequate return for them? It is obvious that India 
niakes these payments to the United Kingdom because she is 
■'under her political subjection, and the matter does not lend 
itself to an objective economic study. In our opinion, in 
order to confine the discussion within reasonable limits and to 
endeavour to reach some tangible conclusion, both the 
advantages of Pax Briiianica, and the degradation involved in 
the loss of national freedom, must be ruled out as too intangible 
to lend themselves to anj"- precise economic calculation. There 
can be no question of their most vital importance, but that is 
reall)’’ a matter for politicians, and we have no desire to poach’ 
on their preserves, as we are concerned with less important 
but more tangible issues. "W^e shall permit ourselves onl}' one 
observation. The maintenance of law and order is the ver 3 '- 
basis and foundation of all economic progress and its beneficial 
results from the economic point of view are incalculable. On 
the other hand, an}'’ government extravagance, however 
flagrant, could be justified on this basis ; it is open to question 
whether law and order have succeeded in establishing in the 
country the peace of the grave or the peace of a ,\utal and 
healthy existence ; and nothing can compensate for the loss 
ot political freedom and national self-respect. 

Indian opinion is more or less unanimous that the scalb^^ 
of salaries for foreign ofiicials is extravagantly high ; and 
perhaps nowhere is the disparity between the salaries of the 
men at the top and the men at the bottom greater than it is in 
India. The demand for the replacement of an expensive 
foreign personnel is based, apart from other considerations, on 
the cheapness of the Indian personnel ; and the experience of 
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the Indian officer, unlike that of the European officer, is avail- 
-able to the country even after his retirement. In connection 
ivith the military expenditure, it must he observed that the 
iinn}’- in India is maintained to meet not only Indian but 
imperial requirements, though India has to pay for it. This is 
totally unjustifiable on any grounds whatsoever, except those 
of political suzerainty. ■ 

The profits of foreign shipping, banking and insurance 
•companies working in India, the interest and profits on foreign 
capital invested in the country, and the remittances abroad by 
the large number of foreigners employed in foreign-controUed 
concerns in India, constitute vast sums of money, and though 
they do not figure in the home charges, they are an important 
part of the drain. We have discussed the issues involved in 
different chapters devoted to these questions, and it is un- 
necessary to repeat ourselves here. But it must be observed 
that no national government will view with indifference or com- 
placencj’’ the ceaseless flow of wealth from the country under 
tl%’se heads, and it would devise effective means to prevent it. 
tinder the new constitution discrimination against the British 
vested interests would be illegal and ultra vires ; and the 
possibility of building up national shipping etc. is effectively 
checkmated under it. In the consideration of the drain these 
.are relevant facts which must be properly evaluated. 

Land Frontier Trade. The extensive land frontier of 
India, rvliich is about 6000 miles, is considerably larger than 
her coast line ; but on account of the mountains and dense and 
impenetrable forests, there are very few passes, like the famous 
Khyber Pass and the Bolan Pass, where communication is 
possible; The land frontier trade of India dates from times 
ifj^memorial, and during the Mughul period it was fairly brisk. 
Ill modern times, on account of the building of the strategic 
railways on the North-West Frontier, trans-frontier communi- 
cation there has been considerably improved, and incidentally 
it has served to stimulate substantially our land frontier trade. 
While in 1916-17 our imports amounted to Rs. 12.81 crores and 
«our exports amounted to Rs. 10.34 crores, making a total land 
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trade valued at Rs. 23.15 crores, in 1924-25, the last year for 
which the figures of our land-frontier trade are available, it 
amounted to Rs. 23.08 crores for imports and Rs.' 1S.73 for 
exports, making a total of Rs. 41.81 crores. Of course the Iknd 
frontier trade cannot possibl}’- compare with our sea-bourne 
trade, but it is well worth while nursing it, and the different 
countries like Afghanistan, Iran, Tibet, Siam, Is^epal, Bhutan, 
Sikkim, IVestern China and Turkistan would provide, in 
course of time, valuable trade connections. Generally speaking 
the imports consist of raw materials like food-grains, hides and 
skins, wool, oilseeds and tobacco, and the exports consist of 
manufactured goods like cotton piece-goods (Indian and 
foreign), cotton yarn, metals and machinery, petroleum, salt, 
sugar, tea, tobacco etc. With the growth of our industries these 
countries will provide us with valuable markets, and geographi- 
cally India is well situated to supply their demand for manu- 
factured goods. Since 1925 no official statistics of the value of 
land frontier trade are published, and the Review of the Trade 
of India only publishes the quantities of rail-borne trade,,, at 
stations adjacent to land frontier routes of India. The follow- 
ing tables'^’ indicate our imports and exports of principal com- 
modities during the last three years. 


Imports 

All quantities in maunds to the nearest thousand, 
except treasure. 


Articles. 

1932-33 

1933-34 

1934-35 

Grain and Pulse 

1,515,000 

1,337,000 

636,000 

Hides and Skins 

97,000 

125,000 

134,000 

Ghi 

60,000 

56,000 

61,000 

Tobacco 

137,000 

93,000 

70,000 

Raw Wool 

71,000 

174,000 

152,000 

Carpets and Rugs 

20,000 

14,000 

11,0063 

Borax 

7,000 

9,000 

9,000' 

Charas 

2,000 

2.000 

2,000 

Raw Jute 

208,000 

271,000 

349 , 000 - 

Oilseeds 

803,000 

715,000 

607,000 

Gold (in ounces) 

36,000 

66,000 

78,000 

Silver (in ounces) 

6,847,000 

9,796,000 

9, 71 2., 000 


^ Review of the Trade of India (1934-35) pp. 335 to 337. 
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Exports 

All quantities in matinds to the nearest thousand, 
except treasure. 


Articles. 

1932-33 

1933-34 

^ 934-35 

Cotton Twist and. Yarn ... 

74,000 

66,000 

58,000 

Cotton Piece-goods (Indian) 

295,000 

287,000 

249,000 

Cotton Piece-goods (foreign) 

200,000 

211,000 

2lS,000 

Dyes and Dyeing materials 

34,000 

20,000 

14,000 

Grain and Pulse 

3,079,000 

3,217,000 

^,064,000 

Iron and Steel {unwrought, 




sections, machinery, hard- 




ware and cutlery) 

286,000 

381,000 

459,000 

Petroleum 

311,000 

357,000 

392,000 

Salt ... 

1,706,000 

1,501,000 

1,526,000 

Sugar (refined) 

741,000 

888,000 

910,000 

Sugar (unrefined) 

83,000 

166,000 

108,000 

Tea ... 

104,000 

0 

0 

q 

M 

267,000 

^obacco 

^rass and Copper 

112,000 

107,000 

111,000 

2 Q ,000 

16,000 ' 

21,000 

' Betelnuts 

32,000 

24,000 1 

35,000 

Gold (in ounces) 

3,000 

117,000 

Silver (in ounces) 

3,976,000 

2,082,000 j 

1 

897,000. 


A fflance at these figures is enough to show that the land 
frontier trade is a valuable and growing trade and should be 
carefull.v nursed. It will be observed that an appreciable 
amount of our entrepot trade is accounted for by the land- 
frontier trade. 

Foreign Trade and National Prosperity. The common 
assumption that national prosperity is to be measured the 
volume of foreign trade cannot bear a close scrutiny ; and a 
^simple illustration will make this point quite clear. India 
exports large quantities of raw cotton and imports large quan- 
tities of cotton piece-goods ; and these constitute an important 
portion of her foreign trade. If the cotton textile industry 
in India takes a rapid stride onwards, it is obvious that both 
the imports of cotton piecegoods and the exports of raw cotton 
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will decline and the former may disappear. Thus while the 
foreign trade will register a sharp decline, the national pro- 
sperity, far from receiving a set-back, will register a consider- 
able advance. But instead of taking this hypothetical though 
very probable case, we may take an actual illustration from’^- 
our sugar industry. The rise and growth of the sugar industr}’’ 
during the last few years has undoubtedly resulted in a very 
sharp decline in the imports of sugar into this countr}'^, and 
to that extent a decline in our foreign trade ; but far from 
affecting the national prosperity adversely, it has ''positively 
advanced it. Therefore the assumption that foreign trade as 
necessarily beneficial to a country cannot be sustained ; and 
the benefits of foreign trade will depend upon the nature of- 
the commodities traded in, the capacity of a country to produce 
those commodities on account of its natural resources and 
manufacturing skill, and the various other factors, which 
together constitute the economic life of the country. If 
foreign trade alone determined the prosperity of a country, 
India would occupj^ a high place in the world, next onl}’" after^^ 
the United Kingdom, U. S. A., France, Gennany and Japan. 
But the extreme poverty of the Indian is too well known to 
require any proof, notwithstanding the large foreign trade of 
the countr}’' and the high place she occupies in international 
trade. In this connection it is necessary to add, however, that 
as regards per capita trade India stands very nearly at the 
bottom. But even a large per capita trade is not a sure index 
of national prosperity ; and it may indicate that a nation is 
prosperous and enjoys comforts and luxuries by participating 
ill an international exchange of commodities ; or it may indicate 
that the people live in a poor and unproductive territory and 
are compelled to sell their services and import^ in return bare 
necessities like simple food, clothing, fuel, building materials'- 
and sometimes even drinking water, as is the case in Aden. 
It is obviously fallacious to judge national prosperity merely 

by the foreign trade of the countr3^ 

The Future of India’s Foreign Trade. In . discussing 

the future of India’s foreign trade, we are obviously leaving 
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l:>ehind the solid ground of ascertained fact for the uncertain 
regions of surmise and conjecture but it is necessary to 
evaluate the tendencies of foreign trade in general and of India 
in x^^rticular. Our reading of the situation is that economic 
lititionalism has come to sta}'' and perhaps it is a natural 
corollar}'' of political nationalism which has been such a 
dominating tendenc}^ of the modern age. While political ex- 
ploitation by a foreign country is a great and obvious calamity 
that call' befall any nation, economic exploitation is a greater 
^calamity and its grip is more tenacious and dangerous. Econo- 
mic nationalism is the growth of a clear realization of the 
•dangers lurking in the economic exxiloitation of a country ; and 
its success would mean that ultimately the foreign trade of a 
‘Country would tend to be governed more and more by natural 
resources ; while the artificial advantages given by political 
power or the earlier acquisition of technical skill or a superior 
organization would tend to disappear. After all technical skill 
iind efiicient organization are not the monopol}?* of any people 
•or? country, and even if a particular countr}'' has gone ahead, 
•osiers tend to imitate it and to overtake it ; and modern techno- 
log}^ lends itself to this imitation and overtaking at a very 
rapid i^ace. We are heartily in sympathy with economic 
nationalism ; and we are of opinion that in spite of all the 
difficulties in the way, economic nationalism in India is a force 
to be reckoned with, and that it will gather steady momentum. 
Its immediate effect on the foreign trade of the country would 
be undoubted!}'' to curtail its volume ; but as we have pointed 
out above, that is not necessaril}'" a misfortune and need not 
cause us any dismay. 



CHAPTER XXril. 

TRADE AGREEMENTS V 

I. Ottawa Agreement. 

A Brief Survey of Imperial Preference. In order to- 
understand the Ottawa Agreement in its proper perspective, 
it is nccessaiy to understand its previous history. The idea of 
organizing the British Empire into an economic unit by means 
of tariff preferences is prominenth'’ associated with Joseph 
CliaTuljerlain. The nineteenth century witnessed the climax in 
the growth of British industries, but with the advent 
of Oermany, U. vS. A. and more recently Japan into the field 
of competition, and the industrial progress in the different 
countries of the world, Britain’s industrial supremacy remained 
by no means unchallenged, and slowly l)ut steadily the per- 
centage of her share in the trade of the world has declinj^d 
while that of her competitors has increased. The policy of 
imperial preference was de.signcd to meet the situation created 
by foreign competition which British industries were unable 
to meet on equal terms. During the war Japan and the United 
vStates made rapid progress in their industries and the era of 
British indu.strial supremacy was definitely closed. The war 
left Britain with a huge debt, both national and American, 
heavy taxation, a well organized labour movement, and a good 
standard of living, entailing high wages, heavy cost of produc- 
tion, declining exports, and an acute unemployment problem^ 
It is interesting to observe that imperial preference was one (.y* 
those few issues on which the views of Government of InMia 
were backed by public opinion in the country. In 1903 the 
Government of India expressed its opinion that, “from an econo- 
mic standpoint India has something, but not perhaps ver> 
much, to offer to the Empire, that she has very little to gain 
in return, and that she has a great deal to lose or to risk.” And 
this same view was expressed by India’s representatives at the 
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Inip0iial Hcononiic Council of 1923 • As for its economics, it is 
obvious that imperial preference is a kind of protection granted 
to the favoured country j and while under protection the con- 
sculler makes a sacrifice in the interests of national industry, 
"“under imperial preference he is called upon to make such a 
sacrifice in the interests of the industries of the favoured country 
or in imperial interests. And if an additional burden is not 
imposed on the consumer, it is shifted to the taxpa3^er ; for 
preference can be granted eitlier by increasing the tax on the 
goods of the non-favoured countries, or by decreasing it on the 
goods of the favoured country, or partly one and partly the 
other. The Indian naturally enquires why he should \'olun- 
tarily make a sacrifice in the interests of imperialism when that 
ver}’’ imperialism is the staunchest opponent of the political and 
economic freedom of his country’' ; and to that question no 
satisfactoiy answer has been given and perhaps none is possible. 
Again, imperial preference implies that the advantages enjoyed 
under it b}* the different parties should be equal and reciprocal, 
^nd it should not involve any relaxation or modification of the 
'policy of protection which any state may have introduced to 
foster its industries. The advantages enjoyed by India and 
the United Kingdom under the Ottawa Agreement are, as we 
shall see later, totally unequal ; and the Indo-British Trade 
Agreement, negotiated under the Ottawa Agreement, cuts at the 
roots of the fiscal autonom}’' convention in India. 

The Background of Ottowa Agreement. The objective 
of the United Kingdom was to utilise the Ottawa Conference 
to stimulate her declining industrj'^ and trade, as the different 
measures adopted by the British Government, such as the impo- 
sition of the iMcKenna Duties, the passing of the Safeguarding 
j/^f Industries Act, the abandonment of the Gold Standard, and 
'the Import Duties Act, had not succeeded in solving the 
problem. If the United Kingdom could be assured of increased 
markets in the Empire, a great impetus would be given to- 
British trade and industry. The Dominions had been willing 
and even anxious in the past to enter into such agreements ; 
and the necessity of the United Kingdom, which had been 
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opposed to preferential trade agreements with the Dominions 
in the heyday of her industrial supremacy, was now their 
opportunity to conclude such agreements. As far as India was 
concerned, public opinion in the country was definitely opposed 
to imperial preference, and neither the Government of India nor 
ail}'’ important commercial interest in the country had shown 
any desire to enter into any such agreement.* But the govern- 
ing factor in the situation was that while the percentage of our 
imports from the United Kingdom was 64.1 in 1913-14, in 
1931*32 it was only 35.5 ; and while this percentage could not 
be improved by competition in the open market, Britain was 
determined to improve it by means of tariff manipulations. It 
must be observed that preference had been already granted to 
the United Kingdom by the back door in the Iron and Steel 
and Cotton Protection Bills of 1930, by which loiver duties had 
been imposed on the British imports of these goods into India 
without any reciprocal advantage whatsoever to this country. 
While the preference granted to the United Kingdom was trans- 
parentl}'- clear, the principle was piously enunciated that thee 
preference was a by-product of a tariff arrangement made pri- 
marily in the interest of the Indian consumer. In addition to 
the industrial conditions in the United Kingdom, the Wall Street 
crash of 1929 had started the severest trade depression in the 
world and the following table shows the position of the world 
trade on the eve of the Ottawa Agreement. 



* 

Annual Average 
1925 to 1929 

1929 

1930 

1931 

Value of World Trade ... 

100 

104.5 

85.5 

60 

\. 

74; 

Quantum of World Trade 

100 

1 

no 

101.5 


Apart from other considerations, it wo.uld be interesting to 
study the effects of the Ottawa Agreement on the trade of the 


* See the Chapter on Imperial Preference in the Report of the 
Indian Fiscal Commission. 
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world ; and it is obvious that a mere diversion of trade into 
new and artificial channels is more likely to retard than to- 
encourage world recovery. 

The Principle Clauses of Ottawa Agreement. On 20th 
August 1932 the Indian and the British delegates entered into 
a trade agreement on behalf of their respective Governments. 
According to this agreement India undertakes the following : 

(a) To give a 754 per cent preference on motor vehicles 
(other than motor cycles) imported from the United Kingdom. 

{b) To give a 10 per cent preference to general imports 
from the United Kingdom. 

(c) To adjust, on the basis of present selling prices, the 
duties on galvanised sheet in the Indian Tariff as follows : Rs. 30 
per ton on sheet made in the United Kingdom from Indian sheet 
bar ; Rs. 53 per ton on sheet made in the United Kingdom from 
the other sheet bar ; and Rs. S3 per ton on sheet not made in 
the United Kingdom. 

J These preferences may be given either by an increase of 
,-^ties on foreign - goods, or by a reduction of duties on the 
United Kingdom goods, or by a combination of both methods. 
The preference on the manufactures is subject to certain excep- 
tions. It does not extend to commodities to which protec- 
tive duties are applicable, to those which are free of duty at 
present, or to those on which, on gounds of national policy, a 
specially low rate of duty has been imposed. 

And according to this agreement the United Kingdom 
undertakes the following ; 

(a) To continue ■ to give free entry to • all Indian goods 
within the scope of the 10 peg cent duty imposed by the Import 
.^uties Act 'of 1932, In addition, higher British duties imposed 
or to be imposed on foreign goods will give India enhanced' 
preference. 

(b) To retain the existing preferences on Barley^ Peas, 
Beans, other Pulses, and Millets, Manures, Goat-skins, and!. 
Asbestos. 

(c) To impose a 10 per cent duty on foreign linseed. 
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(d) To admit into the United Kingdom, free of dutv 
h™^' Wee, Mica and Indian 

(a) To co-operate in any particular scheme agreed to i.V 
the Dnited Kingdom cotton industry and the Indian groweiJ 
for in-omotmg a greater use of Indian cotton by Lancashire. 

Ifae Economics of Preferential Trade. The theory of pre- 
ferential trade may be briefly discussed. Preference is a 
deliberate interference with the free flow of foreign trade 
and Its object is to expand it by providing it an assured 
channel. Preference is quite different from protection ; for 
while the essence of protection is the discouragement of 
miports, the essence of preference is the encouragement of 
imports from a particular quarter with a view to securing a 
market for exports. Both protection and preference involve 
a temporary loss to the country adopting them, so far as the 
consumption of imported goods affected by them is con-~ 
cerned. But protection, provided it is sound, would result 
in the present loss to the consumers being offset by their future 
gain both as consumers and producers. The balancing of 
accounts for preference is not so simple or easy ; but its acid 
test is to measure the advantages gained by the exporters against 
the losses sustained by the consumers or by the public revenues.' 
It is obvious that preference is a handicap to the producers of 
non-prefeiied countries, and the discouragement of their 
products must react adversely on the exports of the country 
granting such preference. In evaluating a preferential trade 
agreement we must take into consideration the advantages 
enjoyed under it by the different parties. Again, a preferential 
trade agreement, which only diverts the channels of trade but 
does not expand them, must ultimately result in diminishii^ 
the total foieign tiade of the world, which would obviousl3>' be 
detrimental to all concerned. All these factors must be taken 

into consideration in estimating the value of a preferential trade 
agreement. 

The Working of the Ottawa Agreement : A. Exports 
from India. The main facts relating to the exports, from India 
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are summarised in the following tables* which relate respectively 
to articles enjoying preference in the United Kingdom and to 
articles not enjoying any such preference. 

Table I. 

Exports froiM India of articles enjoying preference. 

In the United Kingdom. 

(In lakhs of rupees). 




1931-32 

1932-33 

1933-34 

1934-35 

'To all countries 


110,93 

95,04 

99,34 

94,41 

Index 


100 

85.7 

89.6 

85.1 

To United Kingdom 


33,30 

29,73 

36,48 

36,71 

Index 


ICO 

89-3 

109.5 

no. 2 

Percentage Share 


30.0 

31-3 

36.7 

38.9 

To Other Countries 


77,63 

65,31 

62,86 

57,70 

Index 


ICO 

84.1 

81.0 

74.3 

Percentage Share 

1 


70.0 

68.7 

63-3 

61. I 

/ 


Table II. 



Exports from India 

OF 

ARTICLES NOT ENJOYING PREFERENCE 

in the 

United 

Kingdom. 






(In lakhs of rupees) 



1931-32 

1932-33 

1933-34 

1934-35 

Total Exports ... 

. . , 

46,63 

38,23 

48,18 

57,98 

Index 

... 

100 

82.0 

103.3 

124.3 

Exports to the U. K, 

... 

9,58 

7,09 

10,73 

.ii>36 

Index 

. . . 

100 

74.0 

112.0 

118.6 

Percentage share of U. K. 

20.5 

18.5 

22.3 

19.6 

Imports to other 






Y countries 

... 

37,05 

31,14 

37,45 

46,62 

Index 

... 

TOO 

84.0 

lOI.I 

125.8 

Percentage shares of other 





countries 

. . . 

79-5 

81.5 

77-7 

80.4 


* Report on the Working of the Scheme pf Preferences resulting 
from the Trade Agreement' 'Concluded at Ottawa, pp. 3 and 4. 
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Some interesting conclusions can be derived from the above 
tables. In the case of exports from India of articles enjo5dng 
preference, the total value of the exports on the basis of 1931-32, 
has fallen by nearly 15 per cent. ; the exports to the Unit^l 
Kingdom have increased slightly f over 10 per cent. ; and the 
exports to other countries have decreased by slightly over 25 per 
cent. The additional market which India has captured in the 
United Kingdom has been only a fraction of the market which 
she has lost in other countries ; and the net effect on her 
exports trade; with reference to commodities on which pre- • 
ference has been given, has been a loss of 15 per cent' of trade. 
This is the net result of preferences to certain articles of Indian 
export under the Ottawa agreement. In the case of exports- 
from India of articles not enjoying preference in the United 
Kingdom, the total value of the exports, on the basis of 1931-32,, 
has increased b}'’ 24.3 per cent. ; the exports to the United 


Kingdom have increased by 18.6 per cent. ; and the exports-' 
to other countries have increased by 25. S per cent. It is a very 
curious and suggestive fact that while the exports of articles- 
from India which enjoy preference have registered a decline on 
the whole, the exports of articles whjch do not enjoy a pre- 
ference have registered an improvement on the whole, both in 
the exports to the United Kingdom and to the other countries- 
separately. And even in the United Kingdom, while the 
exports of our articles which enjoy a preference have improved 
by 10 per cent, during i93i-35> the exports of our articles which 
do not enjoy a preference have improved by iS per cent, during 
the same period. It is reasonable to conclude that the pre- 
ference which some. of our exported articles enjoy in the United 
Kingdom is not of very great value to our export trade, as^^it 
is obvious that in any revival of trade and industry in the United 
Kingdom the demand for non-preferred commodities from India 
is greater than the demand for preferred commodities. And 
we must not forget that our improved market in the United 
Kingdom is more than counterbalanced by a decreased market 
elsewhere, resulting in a net decrease of 15 .per cent, of our 
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exports in tlie commodities in which the United Kingdom gives 
us preference. 

B. Imports into India. The main facts relating to the 
Jjaiports into India are summarised in the following tables 
which relate respectively to articles enjo3dng preference and 
to articles not enjoying preference. 

Tables III. 

Imports into British India of articles enjoying preference. 

(In lakhs of rupees) 



1931-32 

1932-33 

1933-34 

1934-35 

Total Imports from all 

countries 

30,7s 

33)33 

32,52 

38,42 

Index 

100 

108 

106 

125 

Total Imports from 

United Kingdom 

12,61 

13,27 

14,91 

16,90 

Indbx 

P^ercentage share of 

100 

105 

iiS 

134 

United Kingdom 

41 

40 

46 

44 

Total Imports from coun- 

tries other than U. K. 

18,17 

20,06 

17,61 

21,51 

Index 

TOO 

110.4 

96.9 

118.4 

Percentage share of coun- 

tries other than U.'K. 

59 

60 

'54 

56 




* Report on the Working of the Scheme of Preferences resulting 
from the Trade Agreement, concluded at Ottawa, pp. 4 and 5. 


43 
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Tabld IV. 

Imports into British India of articles on which no 
preference is allowed to the United Kingdom. \ 

(In laklis of rupees). 



1931-32 

1932-33 

1933-34 

1934-35 

Total imports 

95,59 

99,26 

" 82,84 

93,84 

Index 

100 

103.8 

86.7 

98.2 

Imports from U. K. 

32,20 

35,53 

32,68 

36,85 

Index 

100 

no. 3 

101.5 

114.4 

Percentage share of 

United Kingdom 

33.7 

35-8 

39-4 

39-3 

Imports from other 

countries 

63,39 

63,73 

50,16 

56,99 

Index 

TOO 

100.5 

' 79-T 

89.9 

Percentage share of other 
countries 

66.3 

, 64.2 

60.6 

60.7 


The above tables point to some interesting conclusions. 
In the case of imports into India of articles from the United, 
Kingdom enjojdng preference", it will be deserved that on the 
basis of 1931-32 the total imports have increased by 25 per cent ; 
there has been a very substantial increase of 34 per cent, in the 
imports from the United Kingdom ; and the imports from other 
countries have increased 1S.4 per cent. There can be no two 
opinions about the fact that the preferences given by 
India to certain commodities from the United Kingdom have 
proved of a very substantial advantage to the latter country 
and its competitors in the Indian market have been propor- 
tionately handicaped.. This fact has also been admitted by Sir 
Thomas Aniscough, the Senior Trade Commissioner in India, 
who observed in his report for 1933-34, that the preferences 
granted by India to certain articles of the United Kingdom 
proved greatly beneficial to the latter and that “it is most 
encouraging to note that Avhere the Ottawa preferences have 
operated, the United Kingdom’s relative position has been 
improved, and in many cases, shipments of United Kingdom’s 
goods have actually increased in face of a greatly reduced trade.” 
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And as for imports into India of articles on which no preference 
is allowed to the United Kingdom, the table reveals that on the 
basis of 1931-32, the total trade has declined by i.S per cent., 
^imports from United Kingdom have increased by 14.4 per cent., 
and imports from other countries have declined by 10. i per 
cent. It will be interesting to obsen^e that while the preferred 
goods from the United Kingdom register an increase of 34 per 
cent., the non-preferred goods register an increase of 14 per 
cent., showing conclusively how very advantageous the 
preference has proved to the United Kingdom. 

The Advantages and Disadvantages of the Ottawa 
Agreement. In studying the advantages and disadvantages of 
the Ottowa Agreement, it must be admitted that it is difficult 
to isolate the phenomena in order to study the effect of pre- 
ferences as distinct from other economic causes. But in the 
official report’*' on the working of the Ottawa Agreement 
an extraordinary test is suggested : “If India has improved 
her relative position in the United Kingdom imports then, other 
I things being equal, the preference must priwa facie be deemed 
to be valuable. Whether India’s other customers have taken 
relatively more from her than the United Kingdom is not 
quite relevant to the issue.’’ The Ottawa Agreement is a 
'reciprocal trade agreement, and under it each contracting 
party must get more or less a quid pro quo for the preferential 
markets which it provides to the other party. So it is not 
merety a question of India imptoving her relative jiosition in 
the United Kingdom imports ; the improvement must be pro- 
portionate to the impi'ovement in the United Kingdom exports 
to India. The test suggested in the official report is 
fundamentally wrong, apart from the fact that other things are 
/very far from being equal ; and the suggestion that whether 
India’s other customers have relativel3'’ taken more from her is 
not I'elevent to the issue is equalty misconceived, because after 
all India is primarily interested in increasing her exports in 
general, and riot in increasing them ' ^ Kingdom in 


* Page 2. 
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particular. No useful purpose would be served in applying- 
such an obviously faulty test for judging the results of Ottawa.. 
Both India and the United Kingdom have improved their 
exports to the other country: Indian exports to the Unitedx> 
Kingdom have improved during 1934-35 hy 10 per cent, for 
preferred articles and by 18 per cent, for non-preferred articles ; 
Indian imports from the United Kingdom have improved during 
1934-35 34 per cent, for preferred articles and 14 per cent, 

for non-preferred articles. In considering the effect of pre- 
ferences, we must naturally concentrate our attention on' the 
preferred articles and then we find that as against our improve- 
ment of 10 per cent., the United Kingdom improvement is 
34 per cent., and nobody can pretend that the advantages 
enjoyed under this agreement by the two countries are even 
lemotely equal. Again, it is very curious to find that Indian 
exports of non-preferred articles to the United Kingdom have 
increased by 18.6 per cent, while the preferred articles have 
increased by 10.2 per cent. It is a fair inference that India 
does not stand to gain much out of the preference, and with the 
gradual improvement of the trade and industry in the United 
Kingdom, our exports of preferred articles to the United 
Kingdom would tend to increase even without the preference. 
And what is the position of the United Kingdom in this respect ? 
While our preferred imports from the United Edngdom have 
increased b3'- 34 per cent., the non-preferred imports have 
increased by 14 per cent. This shows very clearly that pre- 
ference has helped United Kingdom imports into India very 
substantially. It is transparently clear that the advantages 
enjoyed under the Ottawa Agreement b}'- India and the United 
Kingdom are totally unequal and the agreement therefore 
cannot be called a reciprocal trade agreement. 

And what has been the effect of the Ottawa Agreement on ''' 
our exports to foreign countries ? While the Ottawa Agreement 
is an important factor affecting these exports, it is not the only 
factor ; and it is not possible to isolate the effects of Ottawa 
Agreement on our exports to foreign countries. But while the 
exact causes are difldcult to determine, the net results are clear 
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iind unambiguous. While the index of our exports (which 
^enjoy preference in the United Kingdom) to foreign countries 
has fallen by 25.7 per cent,, the index of our exports 
(which do not enjoy preference in the United Kingdom) to 
foreign countries has increased by 25. S per cent, during 1934-35. 
It is reasonable to infer that a part of our normal exports to 
foreign countries have been diverted to the United Kingdom 
■by means of preferences, and it is difficult to understand how 
that can be beneficial to India. When it is more difficult for 
foreigners to .sell certain commodities in India, on account of 
•the preference given to the United Kingdom, it is only natural 
to conclude that they would be less inclined and less able to buy 
Indian goods, apart from any specific restrictions on Indian goods 
which may or may not exist in these foreign countries We 
•cannot subscribe to the view tliat the Ottawa Agreement has not 
resulted in restrictions on Indian e.xporls, and that whatever 
resrictions have been imposed by foreign countries on Indian 
•exports have been done merely as a matter of domestic policy, 
and not as a retaliatory measure against the Ottawa Agreement 
and its restrictions on foreign exports. The Ottawa Agreement 
•must inevitably be a factor in the consideration of the domestic 
:policy of every important foreign country. The net conclusion 
is that while Indian exports to the United Kingdom have 
increased, her exports to foreign countries have decreased far 
more ; Ottawa has undoubtedly benefited the United Kingdom 
•to a far greater extent than it has benefited India, if it has done 
so at all ; and that it is not in the interest of India to continue 
this agreement which is not reciprocal and which is injurious to 
her exports to foreign countries who are her best customers. 

;The interests of India would be best promoted by fair and 
equitable bilateral trade agreements. B}'' stimulating the foreign 
trade of India in a single channel with the United Kingdom, 
which the Ottawa Agreement aims at doing, the benefits of 
foreign trade are reduced to their minimum and not increased 
to their maximum. In the best interests of India the Ottawa 

‘Trade Agreement must be terminated. 
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Conclusion. On 30th March 1936, the . Legislative 
Assemblj^ passed the following resolution moved by Mr. M. A. 
Jinnah : 

This Assembly recommends to the Governor-' 
General in-Council that the Ottawa Agreement dated 
20th August, 1932, be teiTuinated without delay and 
notice of its denunciation be given in terms of article 
fourteen thereof. The Assembly further recommends 
that the Government of India should immediately 
examine the trend of the trade of India with various other 
important countries and the United Kingdom, and 
investigate the possibility of entering into such bilateral 
trade treaties with them whenever and wherever possible 
to bring about an expansion in the export trade of India 
in those markets, and stibmit such treaty or treaties for 
the approval of the Assembly, 

This resolution was passed by an overwhelming majority 
of the elected representatives of the people of India‘S and has- ' 
the most cordial approval and support of the accredited i 
representatives of Indian commerce and industr3N- The 
Federation of Indian Chambers of Commerce and Industr}^,. 
which is the accredited spokesman of Indian commercial and 
industrial interests, at its annual sessions at Delhi in April 1936, 
unanimously passed the following resolution : “The Federation 
congratulates the Legislative Assembl}’' for passing a resolution- 
terminating the Ottawa Agreement against W'hich the Indian 
commercial communitj’- has all along protested, and records its 
appreciation of the patriotic action of all members of the 
Legislative Assembly' who voted for it.” We venture to 
express our opinion, that the resolution not mereh’^ voices 
Indian public and commercial opinion, but is best calculated to'', 
promote Indian interests. Wc have alreadj’- shown in detail 


Though the resolution \Yas carried in the Assemblj' bj' 70 to 65, the 
the minority -was largelj' composed of official and nominated members, 
■with comparative!}' ver}' few elected representatives ; while the majority- 
consisted with one exception of elected representatives. 
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that llie Ottawa Trade Agreement is very defective, one-sided 
and detrimental to Indian trade interests ; the Indo-British 
Trade Agreement is, from oiir point of %'iew, much worse than 
the Ottawa Agreement ; and both should be terminated forth- 
Xvith. The second part of the resolution, which asks for 
bilateral trade agreements, is equally sound. India, as a large 
importer of manufactured goods and an exporter of raw 
materials and semi-manufactured goods, occupies a strong 
position in international trade ; and the Indo-Japanese Trade 
Agreement is ample evidence of the advantages to India of a 
bilateral trade agreement. A simple illustration will make this 
point clear beyond anj’’ shadow of doubt. During i 954 -.'i 5 J^pan 
sold, in accordance with the Indo-Japanese Trade Agreement, 
400 million 5'ards of cloth in India and purchased 2 million 
bales of cotton, half a million bales being above the conti acted 
■ rate. As against that Lancashire sold 553 million yards of cloth 
and purchased 347,000 bales of cotton. Aiid yet during the 
Ottawa debate we were solemnly warned that unless the agree- 
ment was ratified, the consumption of Indian cotton in Lanca- 
As'liire would go down to the detriment of India ! We have a 
bilateral trade agreement with Japan and we have no bilateral 
trade agreement with Lancashire. And yet in his speech before 
the Associated Chambers of Commerce on i6th December 1935 > 
Lord Willingdon said : 

It lia.s been their (the Government of India’s) concern to examine 
whether the time has \’et come to abandon India’s traditional foreign 
trade policy, based as it is on reciprocal most-favonred-nation treatment, 

in favour of the now popular method of bilateral negotiation 

but I would affirm that nothing in the study' of world economic condi- 
tions in the past few years, or in India’s present circumstances, has 
shown that anv departure from our accepted policy is necessary'. 

/ The above statement reveals clearly how completely divorced 
1 is the policy of the Government of India from the wishes and 
interests of Indian public and commercial opinion. It must be 
admitted that a bilateral trade agreement between India and the 
United Kingdom would not be in the interests of the latter, and 
in the case of cotton cloth and raw cotton, either our import of 
cloth from Lancashire would have to decrease very substantially. 
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or our export of raw cotton to Lancashire would have to increase 
equally substantially. And in this, as in other respects, the 
Government of India voices the wishes and interests of the 
United Kingdom. We would af&rm that India would not find 
any serious difficulty in negotiating advantageous trade agree>^. 
ments with foreign countries, and to say that it would entail 
the calliug of a world economic conference is ridiculous and 
contrary to facts. The United Kingdom has negotiated bilateral 
trade agreements, without calling any world economic con- 
ference for the purpose, with the following nineteen countries : 
Argentine, Brazil, Denmark, Estonia, Finland, Germany, 
France, Ireland, Italy, Latvia, Lithunia, Netherlands, Norway, 
Rumania, Sweden, Turkey, Soviet Russia, Poland, and Uruguay. 
And India too could successfully negotiate trade agreements 
without difficulty, as instanced by ' the Indo-Japanese Trade 
Agreement. But the crux of the matter is that in that case the 
Indian market cannot be maintained as a preferential market 
for Bi'itish goods ; and the Government of India, as a subordi- 
nate branch of the British Government, therefore oppose 
bilateral trade agreements for India as not being in India’^ 
interests, though as a matter of fact the}'’ are not in the interests 
of the United Kingdom. 

II. Indo-Brilish Trade Agreement. 

The Principle Clauses of the Agreement. The Indo- 
British Trade Agreement was signed on gth January 1935. It 
is supplementary to the Ottawa Trade Agreement and operates 
during the continuance of the latter. Its principle clauses are 
as follows : 

(a) It is recognized b}" His Majest3^^s Government in the United 
Kingdom and the Government of India that , . . . the conditions within 
industries in India, in the United Kingdom and in foreign countries! 
ma}^ be such that an Indian industry requires a higher, level of pro- 
tection against foreign goods than against imports of United Kingdom 
origin. 

(b) The Government of India undertake that the measure of pro- 
tection to be afforded shall be only so much as, and no more than, 
will equate prices of imported goods to fair selling prices for similar 
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-goods produced in India, and that, wherever possible having regard 
to llie provisions of this Article, lower rates of duty will be imposed 
•on goods of United Kingdom origin, 

(c) The differential margins of duty established in accordance with 
principles laid down in the preceding clauses as behveen United 

-^.:ingdom goods on the one hand and foreign goods on the other, shall 
not be altered to the detriment of United Kingdom goods. 

(d) When- the question of the grant of substantive protection to 
an Indian industry is referred for enquiry' to a Tariff Board, the 
Government of India will afford full opportuniU- to any industry con- 
.cerned in the United Kingdom to state its case and to answer the 
cases presented by the other interested parties. The Government of 
India further undertake that, in the event of any radical changes in 
the conditions affecting protected industries during the currenc}' of 
the period of protection, they will, on the request of His IMajcsty’s 
Government or of their own motion, cause an enquiry to be inade as 
to the appropriateness of e>nsting duties from the point of view of 
’the principles laid down above, and that, in the course of such enquir}', 
full consideration will be given to any representations which may be 
put forward by any interested industry in the United Kingdom, 

{c) His Majesty's Government in the United Kingdom will give 
•consideration to the steps that might be taken in co-operation with 
respective commercial interests to develop the import from India 
of raw or semi-manufactured materials used in the manufacture of 
articles of a class which, on importation into India, are subject to 
differential protective duties. 

In a supplementary exchange of notes His INIajesty’s 
^Government in the United Kingdom undertake that if at any 
•time any further or other special steps are taken by the Colonies 
and Protectorates to facilitate the sale of United Kingdom cotton 
.•goods in competition with foreign cotton goods, they will invite 
tlie Governments of the Colonies and Protectorates to accord 
•as favourable treatment to Indian cotton goods of any descrip- 
tion as may be proposed for similar United Kingdom cotton 

C ods. And the Government of India undertake that as soon 
the second surcharge comes off as a general measure, the 
tariff , rates on United Kingdom cotton piece goods will he 
reduced to 20 per cent ad valorem or 3% annas per pound on 
plain grey goods, and 20 per cent ad valorem on other goods, 
provided that on expiry of the period of the agreement of 
2Sth October, 1933, betrveen the Lancashire Delegation and 
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the Millowners’ Association, Bombaj'-, the duties on United 
Kingdom goods for the remaining period of protection will be 
fixed on a review of conditions then existing, and in the light 
of such experience as ma)^ have been gained. \ 

A Review of the Agreement. A review of the Indd^' 
British Trade Agreement need not detain us long. It is trans- 
parently clear that the agreement is entirely one-sided, the 
United Kingdom gains substantial advantages from it, and 
India definitely stands to lose" heavily from it. India under- 
takes to grant to imports from the United Kingdom a prefer- 
ence ; she undertakes that the measure of protection granted to 
her industries will be only to such as, and no more than, will 
equate prices of imported goods to fair selling prices for similar 
goods produced in India ; she undertakes that when the ques- 
tion of the grant of a substantive protection to an Indian 
industr}'^ is referred for enquiry to a Tariff Board, full oppor- 
tunity will be afforded to an}'^ industry concerned in the United 
Kingdom to state its case and to answer the cases presented 
by the other interested parties ; and she also undertakes tha^, 
in the event of any radical changes in the conditions affecting 
protected industries during the currencj’- of the period of pro- 
tection, she will, on the request of the British Government or 
of her own motion, cause an enquiiy to be made as to the 
appropriateness of existing duties from the point of view of the 
principles laid down above, and that, in the course of such 
enquiry, full consideration will be given to an}'^ representations 
which may be put forward by any interested industrj^ in the 
United Kingdom. These are ver}”^ substantial and heavy 
undertakings with far-reaching effects on the economic life of 
the counti'}^. This Agreement smashes the Fiscal Autonomy 
Convention to pieces and the policj'’ of discriminating protectiop 
is seriouslj'' undermined. And the underl3dng assumption of 
the Agreement is that India must continue to export raw 
materials and semi-manufactured goods and in return impoi't 
manufactured goods from the United Kingdom ; in other 
words, she must remain an appendage to the industrial require- 
ments of the United Kingdom. There is not even a pretence 
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of an adequate return to India for the heavy sacrifices she 
makes, for the maximum commitment of the other party to 
the agreement is that, "His Majesty’s Government in the 
United Kingdom "vill give consideration to the steps that might 
bc-'^ taken in co-operation ' with the respective commercial 
interests to develop the import from India of raw or semi- 
manufactured materials used in the manufacture of articles of 
a class w'liich, on importation into India, arc subject to 
differential protective duties.” (Italics ours). There can be 
hardl)’’ an5’- doubt that the agreement has been imposed upon 
India on account of her political subjection to Britain ; and 
as a matter of fact to call it an "agreement" is a misnomer. 
Indian public opinion in general, and commercial opinion in 
particular, has been strong^ opposed to this so-called agree- 
ment, and in the memorandum on the subject dated Sth 
February, 1936, submitted by the Indian Chamber of Commerce, 
Calcutta, to the Government of India, the Chamber charac- 
terizes the agreement as "nothing short of an outrage" upon 
Indian public and commercial opinion. It is significant that 
the- agreement was signed by the Government of India, which 
is a subordinate branch of the British Government, without 
consulting Indian public or commercial opinion ; and it was 
rightl}'- turned down by the Legislature in its sessions at Delhi 
in Jauuar3^ i935- While the Ottawa Agreement is bad enough, 
the Indo-British Trade Agreement is ver}^ much worse ; and 
it is a matter of great satisfaction that in its Delhi sessions in 
J\'Iarch 1936 the Legislative Assemblj'’ has denounced the 
Ottawa Agreement (which includes the Indo-British Trade 
Agreement) and the Government of India has promised to carry 
out the wishes of the Assembly and to give the necessary six 
months’ notice for its termination. The Federation of Indian 
Chambers of Commerce and Industry, which is the accredited 
spokesmen of Indian commercial and industrial interests, in 
its annual session at Delhi in April 1936 unanimously passed 
the following resolution: "The Federation congratulates the 
Legislative Assemblj’’ for passing a resolution terminating the 
Ottawa Agreement against which the Indian commercial com- 
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munity has all along protested, and records its appreciation of 
the patriotic action of all members of the Legislative Assembly 
who voted for it.” We trust both the Ottawa and the Indo-' 
British Trade Agreements are killed and the strong Ibdian 
opinion about them will be respected and carried out iil'^ia 
straightforward fashion. 

III. Mody Clare-Lees Agreement. 

How it was negotiated. The Mody Clare-Lees Agree- 
ment is one of the most extraordinary trade agreements that has 
ever been negotiated. This agreement be Ween India and the 
United Kingdom was not negotiated by the official representa- 
ti\'es of the two countries, but by a non-official British Textile 
Delegation and the Bombay Millowners’ Association, which 
represents appreciabl}'’ less than half the cotton textile interests 
in India. It is obviousty unfair to the major section of the 
Indian industry that a trade agreement should be negotiated 
over its head ; and it is inconceiveable that such an agreement 
would have been negotiated, or that the Government of India 
would have accepted it, if it were not a subordinate brancli- of 
the British Government. In other words, it is not a trade 
agreement pure and simple, and political considerations have 
pla3'ed an important part both in its negotiation and its accept- 
ance. And we would go further and saj^ that so long as India 
continues to be ruled bj’’ Britain, the two parties to the agree- 
ment cannot possiblj'’ negotiate on equal terms, and under 
these circumstances we cannot imagine a trade agreement in 
which the advantages and the sacrifices of the two parties would 
be perfectly equal. An essential condition of a fair trade 
agreement is that the parties to' it should negotiate on perfectly 
equal terms ; and an undue pressure exercised by one party 
would vitiate the so-called agreement- at its very source. 

The Principle Clauses of the Agreement. The agrke-' 
ment was signed in October 1933 and ends on 31st December 
1935. The following are its principal clauses: 

(a) The Indian cotton textile industry is entitled for its progressive 
development to a reasonable measure of protection against the imports 
of the United Kingdom yarns and piece-goods. It was also agreed 
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that under the present conditions owing to the lower costs and other 
factors operating in foreign countries the industry required a higher 
level of protection against them, than against the United Elingdom. 

{b) As regards cotton piece-goods, it was agreed, that if and 
when the revenue position of the country made it possible for the 
Gdveniment of India to remove the general surcharge on all imports 
imposed in October 1931, the Indian side would not make fresh pro- 
posals with regard to the duties applicable to the United Kingdom 
imports. 

{c) In the matter of cotton yarns, the Indian side has agreed that 
so far as imports from the United Kingdom are concerned, the duty 
may be 5 per cent, ad valorem with a minimum specific duty of one 
and quarter annas per pound. 

(d) So far as artificial silk piece-goods are concerned the Indian 
side has agreed that in the case of the United Kingdom the duties 
may be as follows : 30 per cent, ad valorem or two and half annas 
per square j^ard for hundred per cent, artificial silk fabrics ; and 
30 per cent, ad valorem or two annas per square yard for mixture 
fabrics of cotton and artificial silk. 

(c) In so far as the empire and other overseas markets for piece- 
goods and yams are concerned, it is agreed that any advantages 
which might be arranged for British goods should be extended to 
In^an goods, and that India in markets in which she has no indepen- 
dent quota should participate in any quota which might be allocated 
to the United Kingdom, In respect of overseas markets in wliich 
Indian mills lack established connections, it is agreed that the 
Manchester Chamber of Commerce should use its good offices to bring 
about contacts between the Indian manufacturers and the British 
houses which are already established in those markets. 

(/) In regard to raw cotton, the Indian side strongly emphasised 
the urgent necessity of further efforts being made in the United 
Kingdom to popularise and promote the use of Indian raw material. 
Thev welcome the undertaking that the British textile mission would 
be prepared to recommend effective action beitfg taken and keep the 
Indian side regularly in touch with developments. It was further 
agreed that other avenues of co-operation in this field should be 
exgnored in the interests of the Indian cotton-grower. 

A Scrutiny of the Agreement* Even a casual scrutiny of 
the agreement reveals quite clearly that the agreement is 
entirely one-sided and that the advantages and sacrifices of the 
two parties under it are totally unequal. Under this agreement, 
a reasonable measure of. protection against the imports of the 
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United Kingdom yarns and piecegoods is not a matter of 
right in accordance with the Fiscal Antonomy Convention, but 
is granted as a concession b}’’ the British Textile Delegation, 
India undertakes to grant a substantial preference to British 
cotton piecegoods ; and she undertakes not to impose hig^r 
duties to the imports from the United Kingdom, if and when the 
general surcharge on all imports imposed in October 1931 is 
removed. And what does she gain in return for these under- 
takings? The main consideration from the Indian point of 
view would be tire consumption of Indian cotton, and in this 
connection the British Textile Delegation would recommend a 
greater use of Indian cotton (it is significant that British under- 
takings are in the form of recommendations and are delight- 
fully vague and non-commital) ; and a sop is thrown to India 
in the shape of establishing connections between Indian manu- 
facturers and British commercial houses in the overseas markets, 
and India sharing the advantages extended to Britain in the 
empire and overseas markets. Nobody attaches any excessive 
importance to these ornamental clauses of the agreement. The 
conclusion cannot be resisted that the agreement cannot-'vbe 
justified on an.v grounds of equity or reciprocal benefits ; and 
Indian public opinion in general, and commercial opinion in 
particular, has strong!}' condemned the agreement and viewed 
it as a manifestation of foreign political domination. It is 
to be hoped that we have seen the last of these non-official 
trade agreements. 

IV. Indo- Japanese Trade Agreement 

The Genesis of the Indo-Japanese Trade Agreement. 

The genesis of the Indo-Japanese trade agreement was the 
importing into India of a large and increasing volume of ebtton 
piecegoods from Japan against which the Indian producers, 
were quite unable to compete. The depreciation of the 5’’eu 
is the reason generally put forward as an explanation of tlie 
inability of the Indian cotton manufacturers to compete against 
the Japanese, in spite of the many natural advantages which 
they enjoy in the shape of buying their cotton and selling their 
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produce iu the home market. But while the depreciatiou of 
the veil is a factor in the situation, we must not let it make us 
lose sight of the fundamental fact that the Japanese industry 
is far better organixed than the Indian industri', and above all 
"Uie labour cost of the Japanese producer, as compared to the 
Indian producer, is -veiy substantialh’- lower. In his oral 
evidence before the Whitlej’- Commission Sir (then l\Ir.) H. P. 
i\Iody gave the following figures relating to the comparative 
laliour efficiency : “In Japan a weaver minds six looms and 
efficiency there is ninety-five per cent. In China a wea\’er 
minds four looms and efficiency is eight}" per cent. In Bombay 
n weaver minds two looms and efficiency is eighty per cent. 
Calculated on the basis of Japan and China a weaver in 
Bomba}' is paid between 200 and 300 per cent, more than a 
weaver in Japan or China.” The labour cost is a major factor 
in the cost of production of cotton piecegoods ; and the high 
labour cost of the Indian manufacturer, as compared to the 
Japanese manufacturer, helps us to understand his inability to 
^mpete against the Japanese. It is not necessary here to 
discuss the causes or the possible remedies of the comiiarative 
inefficiency of Indian labour as we have discussed it in detail in 
the chapter on “Industrial Labour”. But here it ma}' be per- 
mitted to obseiwe that the policy of more or less indifference to 
this vital issue which has been pursued both by the government 
and the employers in India is not calculated to solve this cnicial 
problem, on which the ultimate future of Indian industry 
depends. The Japanese cotton industr}" came into existence 
after tlie Indian industry had taken a start ; and it is a matter 
of national disgrace that with all the natural advantages which 
the Indian industry enjoys, it cannot compete with the Japanese 
industry even in its home market and requires a very substan- 
^'al ])rotection against it. 

The Important Clauses of the Agreement. The agree- 
ment was concluded in July 1934 and shall remain in force till 
IMarch 1937. Six months’ notice by either party is necessary 
for the termination of the agreement, which shall remain in 
force indefinitely after ^farch 1937 until either party gives such 
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a notice. The customs duties to be imposed on importation 
into India of cotton piecegoods manufactured in Japan shall 
not exceed 50 per cent, ad valorem or 5% annas per pound,. 
\Yhichever is higher, on plain greys ; and 50 per cent 
valorem on others. If hereafter the Government of India' 
should decide to impose a specific dut}"- on cotton piecegoods 
other than plain greys, it will not impose on such piecegoods 
from Japan a specific duty exceeding annas per pound. If 
in any “cotton year” (beginning from ist Januaiy) one million- 
bales of raw cotton are exported from India to Japan, the- 
quantity of cotton piecegoods which may be exported from 
Japan to India in the corresponding cotton piecegoods year 
(beginning from ist April) shall be a basic allotment of 325 
million yards. If the exports of raw cotton from India to- 
Japan in any cotton year are less than one million bales, the 
allotment of cotton piecegoods for the corresponding cotton 
piecegoods 3’-ear shall be the basic allotment diminished by 
2 million yards for every 10,000 bales of the deficit or for aity 
residual quantity thereof exceeding 5,000 bales. If the exporjts- 
of raw cotton from India to Japan in any cotton year exceed 
one million bales, the allotment of cotton piecegoods for the 
corresponding cotton piecegoods year shall be the basic allot- 
ment increased b}’ 1J2 million yards for everj"- 10,000 bales of 
tile excess or for an}”- residual qua'ntit}'- thereof exceeding 5,000 
bales ; provided that the allotment of cotton piecegoods shall 
not in an}' case exceed 400 million yards for any cotton piece- 
goods year. If the exports of raw cotton from India to Japan 
in any cotton year exceed million bales, the excess shall 
be added to the quantity of raw cotton exported from India to- 
Japan in the following cotton year, for the purpose of deter- 
mining the allotment of cotton piecegoods for that year. A^y 
raw cotton or cotton piecegoods, which have been imported an^d 
then re-exj)orted, shall be excluded from these calculations. If 
less than the allotment for any cotton piecegoods year is ex- 
ported from Japan to India in that year, the quantity of the 
deficit up to a quantity not xceeding 20 million yards may 
be exported in the first half of the following cotton piecegoods 
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3'ear in addition to the allotment for that half-3’^ear. And a 
quantity not exceeding 20 million jmrds of cotton piecegoods 
may be exported from Japan to India in addition to the 
allotment for that j^ear ; but such excess shall be deducted from 
-^he allotment for the first half of the following cotton piece- 
goods year. 

The Basis of the Agreement. It will be observed that 
the essence of the agreement is that the customs duties on the 
imports of Japanese piecegoods are limited to 50 per cent. 
ad valorem or 5 }i annas per pound, whichever is higher ; Japan 
agrees to bu}'^ normally one million bales of Indian raw cotton ; 
and in return Japan is allowed to sell 325 million jmrds of 
cotton piecegoods in India. In negotiating the agreement India 
was anxious to provide for the sale of its raw cotton and to 
restrict the import of Japanese piecegoods into the couutrj’', and 
Japan was anxious to ijrovide for the sale of its cotton piece- 
goods ; and the quantities and the rate of the customs duties 
on Japanese piecegoods were fixed by negotiation and mutual 
jjxdjustment. Tp a detached obser\'er it strikes as rather ano- 
' nialous that while the Government of India has made a sustained 
effort to arrange for the sale of Indian raw cotton and to 
restrict the imports of Japanese piecegoods in the country, it 
has made hardly any sustained effort, barring the imposition 
of certain protective duties, to stimulate the manufacture of 
raw cotton into piecegoods in India, which would solve both 
the problems of the consumption of Indian raw cotton and the 
restriction of imports of foreign piecegoods into India. The 
Government of India, as a subordinate branch of the British 
Government, cannot help being very sensitive to the needs of 
Lancashire ; and a real stimulus to the manufacture of cotton 

C 'ecegoods in India would react unfavourably on Lancashire^ 
lit meantime Japan is reaping the benefit of the combined 
political and economic weakness of India. If it is to be assumed 
that India must necessarily export raw cotton and import 
cotton piecegoods, — a very large and, in our opinion, a 
thoroughly mischievous assumption, even for the time being — 
in that case the Indo- Japanese agreement may be pronounced 
44 
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to be a fair agreement which is mutually beneficial, Inci- 
dentallj'- it may be observed that in negotiating with Japan the 
Government of India, freed fi'om the incubus of political sub- 
ordination which it disiilayed in connection with Britain, 
negotiated efficiently in tlie best interests of the country 
It held a strong position which it utilised in the 
national interests, and the imports of pie'cegoods from 
Japan is conditional on the export of cotton to Japan, 
and not on anj'' promises to increase the comsumption 
of Indian cotton as in the case of Lancashire. Again, the pro- 
tection given to the Indian industry' against Japan is far stiffer 
than against Lancashire. Thirdly, the maximum of cotton 
piecegoods that can be imported from Japan to India is, unlike 
the imports from Lancashire to India, clearly specified. The 
preference to Lancashire at the expense of the Indian taxpayer 
and the cotton manufacturer is part of the price which India 


pa3’-s for the privilege of being governed by Britain. 

The Working of the Agreement.* The exports of raw 
cotton from India to Japan, less re-exports from Japanl 
amounted to 2,053,534 bales in 1934. The gross imports int<y 
India of cotton piecegoods from Japan from 8th Januar}'- 1934 
. to 31st IMarch 1935 amounted to 459 million 5mrds, out of which 
58 million yards were re-exported, leaving a balance of 401 
million yards as net imports. It is very instructive to compare 
these figures with our trade with Lancashire which during 
1934-35 sold 553 million jmrds of cloth in India and bought 
347,000 bales of Indian cotton, apart from the loss to our public 
revenues by the substantially lower duties on Lancashire goods. 


According to the agreement, the excess of 553>534 bales of raw 
cotton is to be added to the quantity of raAV cotton exported 


from India to Japan in the cotton 5mar 1935, for the purpose 
of calculating the piece-goods allotment for the year commencing’ 
ist April 1935. ^ 


Review of the Trade of India (1934-35), p. 172. 



CHAPTER XXIV. 


UNEMPLOYMENT. 

Varieties and Causes. In this age of regional specializa- 
tion and economic interdependence in which there is no national 
• and international economic planning, production cannot always 
be adjusted to demand, with the result that each industry and 
■each country has its periods of boom and depression — and un- 
emplojmient is the inevitable consequence of depression. 
Unemployment which is due to this periodic lack of adjustment 
between production and consumption is naturally of a tem- 
porar}’’ character. Secondly, the introduction of labour-saving 
machinery may throw .workers out of employment — until the 
expansion of productive activities in other directions brings 
about their gradual re-absorption. Thirdly, the machinery of 
production may experience a temporary breakdown — owing to 
^ strikes and lockouts in the case of manufacturing industries and' 
floods and droughts in the case of agriculture — and workers may 
be thrown out of employment for varying lengths of time. 
And, lastly, the extent of productive activities in a country 
may not be adequate enough to offer employment to large 
masses of population, with the result that unemployment may 
take a permanent form, and may even assume menacing 
proportions. 

All these four varieties of unemployment are found in 
India, but in different proportions. As India has so far been 
industrialized only to the extent of meeting a small part of her 
' r^uirements in the matter of manufactured articles, supply can 
nardly undertake demand even in times of acute economic 
depressions', so that the problem of unemployment is more 
■or less completely absent in the case of organized industries. 
In the case of handicrafts, on the other hand, there is wide- 
spread unemployment of both permanent and temporary 
characters. As we have seen in a previous chapter, with the 
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"radual development of communications, handicrafts have 
beei5 losing ground, with the result that shilled craftsmen 
have l)een forced to look round for other means of earning a 
livelihood. But as in the case of handicraft products supply 
and demand have adjusted themselves, any disturbance iif- 
demand, consequent upon the shrinkage of general purchasing 
power, has its reactions upon suppty with consequent unem- 
plo3'ment among the workers — much in the same manner as 
the periodic lack of adjustment between production . and con- 
sumption brings about unemployment in the case of organized 
industries in foreign countries. As regards unemployment 
consequent upon the introduction of labour-saving machinery,, 
it may be said that as the productive capacity of Indian indus- 
trial establishments is still far below the requirements of the 
country, the introduction of labour-saving machinery is gene- 
raly followed by the extension of productive activities, so that 
this factor has not been the cause of unemployment among the 
industrial workers. But there are strikes and lockouts which 
put industrial machinery out of gear temporarily and briiij^ 
about unemploj’inent among the workers ; this type of unem- 
ployment, however, needs no remedial measures : all that the 
State has to do in such cases under the present organization of 
society is to see that the employer does not take undue advan- 
tage of the weakness of the worker. But different is the case 
when agricultural operations are brought to a .standstill over 
wide areas in consequence of draught or floods and as a result 
millions of people not onty find themselves out of employment 
but actually in a state of profound miseiy and distress. 
Unemployment of this variety would undoubtedly call for 
efl'ective remedial measures. 

It is, however, unemployment which is due to lack qf 
or»portunitie.s for work which is the most difficult to combat 
owing to its magnitude. Unemplo3’'ed artisans, of whom there 
must be a fairly large number in the country, belong to this 
class ; then there are millions of unskilled workers who cannot 
find emplo.vment in towns or villages ; and, lastly, there is an 
army of educated unemployed of all descriptions w'ho find all 
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the sources of emplo3unent in the country dried up. Our task in 
this chapter, therefore, is to find out the causes and extent of 
unemployment among handicraftsmen, agriculturists, unskilled 
labourers and educated men of various classes, and to see what 
'■-Pleasures can be adopted to solve the problem- 

Unemployment among skilled handicraftsmen. It is 
not possible to determine the extent of unemployment among 
handicraft workers ; but seeing that the decline in handicrafts 
•set in long ago, and that decline during recent years has been 
•slow and almost imperceptible, the number of permanently 
“Unemployed craftsmen cannot be very large. But there must 
be a very large number of partially unemployed workers. We 
lia\^e seen that few handicrafts have an}"- prospect of being 
resuscitated b}’’ modernization or otherwise on account of changes 
in fashion, customs and tastes, so that the employrnent of the . 
workless of this class (except when they can be absorbed in 
factories, e.g- weavers in cotton mills) in their old occupations 
is a remote possibility. The prevention of periodic unemploy- 
.ment, due as it must be to general economic depression, would 
/be an equall}’- hopeless task — ^unless economic depressions them- 
:selves are to be prevented by careful economic planning. How 
•ever, something may be done by organizing production and 
marketing (both at home and abroad) on more up-to-date lines, 
thus giving some sort of stability to these occupations ; but no 
•amount of organization on these lines is likely to solve the 
problem of unemplojunent among handicraftsmen in toto. The 
true and lasting remed}'’ would 'appear to lie in the develop- 
ment of suitable organized industries ; but as these industries 
•can be established onl}’’ at certain well-defined places, and as 
•of all things human beings are the most difficult to transport, 

' would be wise not to pin too much faith in this remedy either. 
TAII things considered it seems that a large proportion of un- 
•employed handicraftsmen are doomed to pass their days as 
nnskilled labourers. 

Rural Unemployment. The rural population of India 
may be divided into two main classes, -viz., the cultivators who 
Irave some right in the land they cultivate, and landless 
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labourers. It is mainly the landless labourers and poorer right- 
holders who provide unskilled labour in towns, so that the pro- 
blem of unemplo5’'ment among unskilled town labourers and 
agricultural population is inextricably mixed up togeth^-. 
Unemployment in niral areas is of three kinds : unemployment!^' 
during the off-season when there are no agricultural operations 
to be carried on ; unemployment due to natural calamities such 
as floods and prolonged drought ; and general unemployment. 
As we have alread}’’ seen in a preceding chapter, the problem 
of off-season unemplojmient is not easy to solve on account of 
the vast numbers of unemployed persons and the long period of 
unemployment, especially as there are no suitable bye-occupa- 
tions to keep millions of people busy during the whole of this 
period of enforced idleness. Floods and drought and conse- 
quent famines are of a periodic character, so that their ' evil 
effects can be mitigated not so much by opening new avenues of 
employment as b)’’ taking steps to prevent these calamities and 
by organizing an efficient system of relief. A good deal has 
been done to provide irrigation facilities in various parts of the 
countr}'’, but considering the magnitude of the problem and the - 
limitation of artificial irrigation over a large part of the coun- 
tr}'-, agriculture as a whole will probablj’^ never be immune 
from the evil effects of drought, so that it will be necessary to 
provide relief to the famine-stricken areas. But little has so far 
been done to prex’ent floods in the areas where they occur with 
clockwise regularity and where moreover, they are preventable. 
The system of famine relief, however, which has been in force 
in its present form since igoi, is not altogether inadequate, 
although much can be done to improve the lot of the sufferers 
and to ensure the return to normal conditions with as little 
hardship and delaj^ as possible. Before the introduction 'l;^f 
the h'lontagu-Chelmsford Reforms, both Central and Provinr 
cial Governments were responsible for famine relief ; but since 
1922 provinces have been made wholly responsible for this work 
by making it obligator3’- upon them to contribute annually to- 
the Famine Insurance Fund amounts which have been fixed for 
each province in proportion to its liability to famine. If a pro- 
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vince happens to accumulate in the Fund a sum equal to six 
times its annual contribution, it is entitled to stop further con- 
tributions. The provincial, balances in Famine Insurance Fund 
ma}’- be utilized by the provinces concerned for famine relief, 
--^■^or for the construction of works for the prevention of famines 
either independently’^ by the Government or through the cultiva- 
tor by granting him loans from this fund. However, while 
funds are alwa3’S available for famine relief, the machinery for 
relief is .constant^ kept in a state of readiness. Programme of 
relief work for different areas is always read}’’, and the machi- 
nery, in theory at least, is set in motion immediately after the 
first signs of distress' appear on the horizon. Revenue collec- 
tion in the distressed areas is suspended and village officials are 
directed to prepare a list of persons in need of assistance. Then 
• comes the opening of relief works in order to provide tempor- 
ary emplo5’ment for the people in need. Those who are unable 
to work — such as children and old and disabled persons — are 
given gratuitous relief in relief camps. These relief works are 
(Closed down with the arrival of the next rainy season, and 
‘^'people are sent back to their villages. In order to enable them 
to start agricultural operation again, advances are made to the 
cultivators for the purchase of seed, cattle etc. Meanwhile, 
relief work continues, and is discontinued only when the 
autumn crops are ready. As a result of these elaborate pre- 
parations and relief measures the old dread of famines as the 
harbingers of starvation and death has now completely dis- 
appeared, so that famines have now come to be regarded as 
. periods of scarcity during which agriculture can no more give 
employment to those who depend upon it for tlieir livelihood. 
As a universal famine is an unheard of occurrence, and as 
gander the existing organization of transport supplies can easily 
T be rushed from other .parts of the country as well as abroad to 
' the . famine-striken areas, famines now mean not the scarcity 
of food as formerly but the scarcity of purchasing power and 
the dislocation of agricultural production through the lowering 
of the vitality of the agriculturist and his animals, as well as 
in many cases the scarcity of seeds after the failure of crops. 



696 


INDIAN ECONOariCS 


However, these famines will be with us so long as such a large 
percentage of the population is dependent upon agriculture and 
agriculture in the countr}^ means dependence nianlj’- upon rain- 
fall, and until the condition of the cultivator and the rural 
labourer does not improve to such an extent as to enable them'v 
to tide over these difficult times without being entirely depen- 
dent uiion extraneous help. 

But while drought and floods create occasional unemploy- 
ment, the steady increase in population without a corresponding 
expansion in the area under cultivation or the employment of 
more intensive methods of cultivation has created a situation 
that has no parallel. As on a given holding onl}' a certain num- 
ber of men can be profitabty emplo3md under a given system 
of cultivation, the increase in population has brought about a 
superfluit}' of labour, for which the countr}”" has no outlet. 
Thus there are tens of millions of able-bodied workers who are, 
stricth' speaking, not emploj’'ed in anj>' productive pursuit, and 
yet about whom we know little and hear nothing. But for the 
joint famih’’ S5^stem, these tens of millions of unemplo3’’ed would, 
have brought the State face to face with a problem of the first-^ 
magnitude : for their demand for work and bread could have 
been irresistible. 

But even as it is, we are not far distant from a real catas- 
trophe. W'e have seen that the population of India is rapidly 
increasing, and that (unless something unforeseen in the shape 
of a widespread epidemic happens) it is expected to touch the 
400 million mark in the beginning of the forties of this centur3^. 
As we cannot divide a given quantit3’’ of food ad infinitum 
something will have to be done to solve this problem of unem- 
plo3’ment sooner or later, and the sooner it is done the better. 
The question arises : what should that something be ? Th^ 
answer is : the State must pro^dde new avenues of emplo3’'ment. y"’ 
We have seen in preceding chapters that the exploitation of / 
India’s vast natural resources has hardty begun 3^1. There 
are mines and forests which are still awaiting development and 
exploitation on scientific lines. Then there are manufacturing 
industi'ies in regard to the exploitation of whose possibilities 
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India has not yet gone beyond the stage of scratching the 
surface. But it must not be forgotten that the development 
•of those forests, mines, and manufacturing industries in general 
would be worse than useless unless the purchasing power of 
_t,Ke masses improves substantially ; and these masses constitute 
the rural population. The conclusion is obvious : as in other 
spheres, so in the field of unemployment the solution lies in the 
execution of a well laid out plan of general economic develop- 
ment. So long as the problem of economic development is not 
tackled on all sides and simultaneously, the problem of unem- 
ployment in India will never be solved — indeed, it is likely to 
become more acute with the passage of time. 

Unemployment among the educated classes : its growth 
and causes. Another class whom unemployment has brought 
into prominence during recent years is the educated class. 
Some idea of the magnitude of the problem may be had from 
the following figures : 


1921-22 


1931-32 


j Number of Scolars receiving Univer- 
sity education in Arts and Science 

Colleges ... ' ... ... 45,933 81,010 

Number of Scholars receiving Uni- 
versity education in Professional 

Colleges ... ... ... 13,662 18,483 

Number of Scholars in High and 

Middle Schools ... ... 1,239,524 2,297,519 

Number of Scholars in Special Schools 
receiwng technical and professional 

education ... ... 132,706 271,094 

These figures illustrate recent trends in education in India, 

l^t in this connection it is well to remember that even in the 
years immediately preceding the war the problem of unemploy- 
ment among the educated classes was present to a certain ex- 
tent in India. Even, however, if we assume for the sake of 
argument that before the war unemployment was unknown 


^■Statistical Abstract (1934-35), P. 
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among the educated classes, and that this state of affairs pre- 
vailed right up to the beginning of the twenties (which was of 
course by no means the case), the fact that during the decade 
1921-31 the number of scholars receiving the university, high 
school, middle school and technical and pi'ofessional education 
has increased b}^ nearly 90 per cent, makes us realize the magni- 
tude of the problem today. The problem of unemplojnnent 
among the educated classes would have been absent only if the 
avenues of employment had expanded exact!}’' in proportion to 
the increase in the number of persons receiving education. The 
avenues of employment for the educated classes are offered 
by the various State departments, industry, agriculture, trans- 
port and commerce. The State can emplo}’ only a certain 
number of people at any given time according to the extent of 
its acti^ities ; and (in the absence of more reliable data) taking 
into account Government expenditure on various services (ex- 
cepting debt service and railways) in 1921 and 1931 we cannot 
but come to the conclusion that, as compared with the former 
year, the State was employing only about 10 per cent, more 
hands in the latter year. Industiies have made some progrefe 
during this period ; but even if we forget all about the effects 
of rationaliza'tion and improvements in organization, and gauge 
the capacity of industry to offer employment to educated men 
exactly according to the amount of capital invested in it, we 
come to the conclusion that the capacity of industry to offer 
employment has increased by less than 20 per cent, during 
the decade ; and these conclusions are also applicable to com- 
merce and transport. As regards agriculture, it may be said 
that as no changes of any significance have taken place in its 
organization during the decade, its capacity, or rather incapa- 
city, to employ educated men is the same to-day as it wasN,m 
1921. In the absence of data it is not possible to hazard ^ 
conjecture as to the total all-round increase in the capacity of 
the country to give employment to educated youngmen during 
the decade under consideration ; but taking everything into 
consideration it seems that it has not improved by more than 
15 per cent., and in all probability it is substantially less. The 
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conclusion is obvious : thousands of educated youngmen are 
being annually turned out by educational institutions in India 
■whom the country cannot offer any kind of employment, and 
the number of these men is increasing year after year. 

Government Inquiries on uneployment among the edu- 
cated classes.The problem of educated class unemployment had 
alread}' become sufficiently serious during the early ’twenties 
to demand .investigations in certain provinces. Naturally, in 
this field Bengal led the way. A Committee was appointed in 
’ 1922 to investigate the problem of unemi 5 loyment among the 
educated middle classes of Bengal and to suggest remedial 
measures. The improvement and extension of certain cottage 
industries was all that this Committee could think of ; and, 
as shown by the letter of the Director of Industries, Bengal, to 
the United Provinces Unemployment Committee (1935), tbe 
outcome of this has been that “four hundred and four other- 
wise idle and unemployed Bhadralohs have had the advantage 
of a practical career and outlet for improving the technique and 
craftsmanship of new or existing cottage industries of their 
country. Of this number 165 have given tangible evidence of 
having actually found definite employment in the industries in 
which they have been trained.’’* That is how Bengal is trying 
to solve the problem of middle class unemployment ! 

In 1926, on a resolution moved by the late Mr. A. Ranga- 
swami Iyengar, the problem of unemployment among the edu- 
cated classes was discussed in the Legislative Assembly, but 
the Government refused to cnduct an inquiry in the matter on 
the plea that it was desirable to give the Provincial Governments 
a free hand to deal with the problem. Again, two years later, 
the matter was discussed in the Council of State, and once 
^gain the Government refused to appoint a Central Committee 
much on the same grounds as it had done two years earlier. 
As we shall see presently, without the active co-operation of 
the Central Government no Provincial Government can success- 


* See Report of the United Provinces Unemployment Committee, 
P. 14. 



700 


INDIAN ECONOMICS 


tackle the problem of unemployment — and the Govern- 
ment of India has been consistently evading its responsibility 
in the matter. 

But the upshot of debates in the Legislative Assembly dud 
Council of State was that Committees of Inquiry were appointel^- 
in some of the provinces to inquire into the problem of middle 
class unemployment. The United Provinces Committee, which 
Avas appointed in 1927, had nothing more constructive to recom- 
mend than the establishment of employment ^ bureaus at 
Allahabad, Lucknoiv, Cawnpore and Agra at a cost of Rs. 200 
per mensem for each bureau. Even this cheap recommenda- 
tion was nei’^er acted upon by the Government. In the same 
year the Punjab Government also appointed a Committee of 
Inquiry. This Committee had something more constructive to 
offer. They thought that the difficulties of the educated un- 
emplo3^ed were due to the prevailing system of education that 
left no alternative for a scholar but to pursue his studies aim- 
lessh^ to higher standards regardless of his financial means and 
mental capacity. They, therefore, recommended that the 
svstem of education should be oi^erhauled in such a manner Ss 
to divert scholars at an early stage of their career into those 
channels lA’here their education and training would be of some 
help to them in earning a livelihood. But the Government did 
little to implement these recommendations, so that the system 
of education to-day is as defective as ever, and the problem of 
middle class unemployment has in the meanwhile become more 
acute. In Bombay, too, in the same year the Government carried 
out an inquiry’’ through the Director of Information and Labour 
Intelligence, who in his report dwelt more or less upon the 
difficulties of collectmg any reliable information about the 
middle class unemployment. The Bombay Government th^s 
brought peace to its conscience; and although conditions hav& 
since gone from bad to ivorse, nothing further has been done 
in the matter. At about the same time (1927) the Madras Gov- 
ernment also appointed a Committee of inquiry. This Com- 
mittee, like the Punjab Committee made various recommenda- 
tions with a view to reorganizing the system of education in 
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such a manner as to suit the requirements of agriculture and 
small industries. But even these recommendations have never 
been acted upon. Recently (1935) the United Provinces Gov- 
ernment appointed another Committee to inquire into the 
"ilroblem of middle class unemployment. This Committee in 
order, it seems, to justify its existence, has presented a report 
of enormous dimensions ; and, in a nutshell, all that it aims at 
conveying is that it is possible to solve the problem of middle 
class unemployment by such palliatives as the reorganization of 
education with a view to giving it a more practical bias, the 
reorganization and development of cottage and organized indus- 
tries (thei'- do not tell us how this miracle can be wrought with- 
out the direct intervention of the Central Government in the 
matter of tariff policy, transport policy and policy in relation 
to the development of basic industries) and the employment of 
educated j^ungmen on land as fann managers. We shall pre- 
sently see that even if these recommendations are acted upon 
in toto, they would not bring us any nearer to the solution 
of middle class unemployment. As it is, however, the United 
'provinces Government has refused to act on the Report on 
grounds of financial stringency. 

• The question arises : have these inquiries served any useful 
purpose ? They have : They have at least given us a rough 
idea of the magnitiide of the problem, and shown that the 
Central and Provincial Governments, constituted as they are, 
cannot or would not do anything in the matter. It seems these 
inquiries were inspired not b}'’ economic but by poLt’cal 
motives ; and so long as political motives dominate govern- 
mental action, or inaction, in the economic field, we must not 
expect a lasting solution of the country’s economic difficulties. 

/ Reform of educational system : its limitations. There 
can be no manner of doubt that the plight in which the educated 
youngman finds himself to-day is due, to some extent, to the 
fault}'- system of education prevalent in India ; but it is also 
equall}'^ obvious that conditions would not have been materially 
different even if we had the most up-to-date and scientificall}'- 
planned and regulated system in force. It is said, and with con- 
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siderable justification, that although a purely literary type of 
education can ensure employment but to a select few, youngmen 
are compelled to go in for this hind of education in the vague ex- 
pectation that something would turn up and because the country 
offers meagre facilities for education of more practical varieties^^ 
But even if our system of education had a more “practical 
bias”, there would have been, under the existing economic 
organization, about the same number of educated unemployed 
in the country, because the suggested change in the system of 
education would not have by itself opened up new avenues of 
employment. A change, however sound and far-reaching, in 
the system of education would be, contrary to what is univer- 
sally believed, worse than useless, unless that 'change is accom- 
panied by an equally far-reaching change in the economic policy 
of the Government. 

Palliatives as against true remedies. A number of new 
avenues of eniplo3^ment have been suggested by the various 
Provincial Committees of Inquiry that have been set up during 
recent 3'ears, and of these cottage and factory industries, frui^ 
culture and dair 3 ’ fanning are invariably hot favourites. We 
have alread3’’ examined the possibilities of various cottage in- 
dustries, and seen that ver3’’ few of them have got a chance of 
prospering in the face of factor3’’ competition, and even those 
few only after they have been thoroughly reorganized and their 
products standardized on mass production lines. Such reorga- 
nization cannot take place without the active co-operation and 
participation of the State. Moreover, it will be necessary to 
stimulate the demand for the products of these moder- 
nized cottage industries. And the same is true of 

organized or factor3’’ industries. In this field there are 
undoubtedly endless possibilities ; but if all our hundred^ 
of thousands of educated youngmen are to find employ-^ 
mcnt in these industries, the pace of industrial ex- 

pansion will have to be accelerated ver3’' considerab^’’, and a 
demand for their products will have to be created. As regards 
fruit culture and dairy farming it may be said that under the 
prevailing circumstances the educated youngmen who take up 
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these industries will have to compete with those people who 
are content with onl}’’ a few annas per da5’’ and who do all the 
manual work with their own hands. ' Success in certain circums- 
tances {c.g. in the neighbourhood of large towns) is certainly 
liossible, but then the opportunities are so restricted that any 
possibilities of a large number of educated youngmen being 
engaged in these industries seems to be out of the question. 
We have thus to fall back upon organized and cottage indus- 
tries onl}’-, and even here success would depend upon certain 
well-defined conditions with regard to the demand for their 
products being fulfilled. 

It follows, then, that the encouragement of cottage and 
organized industries and the development of fruit culture, dair}'^ 
farming and kindred activities in a haphazard manner would 
at best reduce the gravity of the problem of middle class unem- 
ployment, and Avould not prove to be a solution of all our diffi- 
culties. The real remedy lies in an all round economic develop- 
ment, and this can be achieved only by planning and b}’’ 
directing the whole economic and social life of the countrj’’ into 
sdentificall}’^ planned and regulated channels. To begin with 
the present tendency to deal with the problems of the employ- 
nient of educated and uneducated classes separatel3’' must be 
counteracted : it must be realized that the two classes stand 
and fall together, and therefore unemployment must be fought 
against as a whole. The second point to be realized is that the 
evil of unemplo3TOent will disajjpear onh’' when the demand 
for and suppl3’' of labour (both soft-handed and hai'd- 
handed) are in a state of equiTibrium, and this equilibrium can 
be reached b 3 ’^ deliberately planning and organizing education 
on the one hand and production as a whole on the other. 
Economic planning itself would render it necessary to luring 
?feniand and supply in a state of equilibrium : for the develop- 
ment of manufacturing industries would be justified only when 
there is a demand for the products of those industries in the 
countr3’', and this demand will depend on the purchasing power 
of the masses, which (considering that by far the greater pro- 
portion of India’s population must for a long time depend upon 
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agriculture) can be raised from its present low level by improv- 
ing agriculture. In other words, in order to avoid lopsided- 
ness, it will be necessary to develop all the various branches 
of production simultaneously — and this simultaneous and regu- 
lated development is the essence of planned economy. N'eedles'^ 
to add, it would involve not only the control of actual produc- 
tive operations,' but also the control of the so-called vehicles 
of production, viz.^ credit, transport, etc. Again it will neces- 
sitate the manipulation of tariffs and the grant of State assist- 
ance in various direct and indirect forms. In short, every factor 
which has a direct or indirect bearing upon production will 
have to be controlled and regulated by the State. 

The responsibility of the Central Government. As 
economic planning must be on a national and not regional 
scale, as the resources and credit of the Provincial Governments 
are after all limited, and moreover as the control of credit, rail- 
ways, tariff polic)’' etc., is in the hands of the Central Govern- 
ment, economic planning must proceed from the centre and 
not from the Provinces. In other words the problem of un- 
employment as a whole can be tackled only by the Central 
Government. But we have seen the attitude of the Govern- , 
ment of India in the matter. So far it has not even realized 
its responsibilities ; and the realization of responsibilities is the 
pre-requisite of all constructive action. Even the statistics have 
not yet been compiled — perhaps with the idea of keeping the 
countiy blissfully ignorant of the extent of unemployment. At 
the present time there is unemployment in almost every impor- 
tant country in the world (except of course Russia, which is 
the home of iffanned econom5d ; but nowhere does it present 
itself in such alarming proportions as in India. And while in 
other countries the State has spent hundreds of millions \>f 
pounds in its efforts to solve the problem and to mitigate its 
e\’il effects, in India the Government has not so far spent a 
brass farthing. 
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THE NATIONAL DIVIDEND 

'The Meaning and Importance of National Dividend. 

“The national dividend is composed in the last resort of a 
number of objective services, some of which are rendered 
through commodities while others are rendered direct in 
other words, it means the production of wealth per head in a 
country in the shape of goods and services. On account of the 
paucity of statistics available in this country, not to talk of 
their inaccuracy, it is not possible to work out the national 
dividend for India accurately, and in the nature of things a 
: considerable element of conjecture enters into the calculation, 
and the estimates made by different people reveal a consider- 
able variation. But one fact stands out in such a sharp and 
^lear light that there are no two opinions about it ; and from 
'■Jvord Curzon and the Simon Commission on one side to 
nationalist opinion on the other, all our authorities are quite 
unanimous about the extreme poverty of the Indian people and 
the resulting poor national dividend for the country. As the 
.Simon Commission remark, even if the ijiost optimistic esti- 
mates are accepted, the result is that the average income per 
head in 1922 was equivalent, at the prevailing rate of exchange, 
to less than ;£8, while the corresponding figure for Great 
Britain was ;£95- “The contrast remains startling even after 
allowing for the difference between the range of needs to be 
satisfied. ”t But as will be presently shown the contrast is in 
reality far more startling, and the very optimistic estimate of 
*Ir. Findlay Shirras is rather arbitrary and unrelated to facts 
and can hardly be taken seriously. The question of the 
national dividend is the ultimate issue in the study of Indian 
economic problems because it reveals in a nutshell what is the 

* Pigou : The Economics 0 } Welfare, p. 30. 

t Simon Commission Report, Vol. I, para. 374. 
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real economic position of the countiy and is the conclusion of 
our stud}’ of the various economic problems. 

Methods of Calculation. There are three principal 
methods which may be employed singl}’^ or in combination for ^ 
estimating the national income and the national dividend ; the 
income tax returns, the occupational census, and the census of 
production. We shall consider each of these methods sepa- 
rately. The income tax in India is paid by persons with an 
annual income of Rs. 2,000 or over ; the number of persons 
who pay income tax in India is extremely small ; and this 
method would not take us very far in estimating the national 
dividend. The second method is that of occupational census 
and it presents the difficulty that we cannot determine, with 
anything approaching accurac}’’, the incomes of a large number 
of inhabitants, as the statistics of subsidiary or secondary occu- 
pations, for example, are very imperfect and inaccurate. The 
third method is that of taking a census of production, and for 
this purpose the statistics of agricultural, mineral and factory 
production are fairly complete ; but the statistics for severajl 
other items of production such as middlemen’s profits, personM 
services, cottage industries, transportation charges by means 
of the bullock cart and pack animals, fisheries, repair work etc. 
are very imperfect and a good deal of guess work is necessary. 
And on account of the ill-qualified agency which is employed 
for the purpose, the statistics collected are not very trust- 
worthy. And in the permanently-settled areas even this im- 
perfect agency for the collection of this statistical data is not 
available. 

Various Estimates of National Dividend: Dadabhai 
Naoroji’s Estimate. Various estimates of the national divi- 
dend in India have been made from time to time ; and tlie 
first such estimate was made bj'' Dadabhai Naoroji in liis 
book Poverty and Un-British Rnle in India. This estimate is " 
based on official figures relating to the years 1867-70 ; and the 
method followed is by taking a census of production. Dadabhai 
Naoroji came to the conclusion that the per capita income for 
British India came to Rs. 20 per head, and he showed that the 
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jail dietaries and rations etc. for emigrant coolies proved that 
the amount needed for bare subsistence was Rs, 34. And he 
came to this conclusion : ‘‘Hven for such food and clotliing 
as a criminal obtains, there is liardl}'' enough of production 
-^even in a good reason, leaving alone all little luxuries, all 
social and religious wants, all expenses of occasions of joy and 
sorrow, and any provision for a bad season.” It is obvious of 
course that every poor labourer does not get his full share of the 
average production ; and the capitalists, the zemindars, the 
officials, the merchants and the professional classes get vastly 
more than their share of the average production, thereby reduc- 
ing the share of the mass of the people, who get appreciably less 
than the bare necessities of life. The chief objection raised 
against Dadabhai Naoroji’s estimate was that since somehow 
people managed to exist and even multiply, they must have 
been getting the bare necessities sufficient for existence. To 
that objection his own explanation was that the capital 
resources of the country were being drawn upon and so the 
C'Wntry was getting poorer and poorer. Dadabhai Naoroji 
excluded services in his computation on the ground tliat ulti- 
mately they were paid for from the material produce which 
was included 'in the estimate, and that the annual material 
production of the country is the one and only fountain head 
from which any individual can derive his share of the national 
income. There is some force in this argument but the practice 
of modern economists and statisticians is different and they 
think that there is a balance of advantage in not omitting every 
kind of immaterial service from consideration. It is true that 
the estimate of some services must necessarily introduce an 
uncertain and subjective element in an objective calculation ; 
but that cannot be helped, and in any case the conjectural 
dement in the Indian estimate is not by any means negligible. 
From the point of view of national wealth and welfare, ser\uces 
have the same significance as actual commodities ; and while 
many human needs are satisfied by material commodities, there 
are others which are satisfied by various kinds of paid services, 
which must therefore be added to the material commodities in 
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estimating the national dividend. One of the difficulties in- 
volved in comparing the different estimates of the national 
dividend in India is due to the absence of uniformity of method ; 
and a fundamental agreement about the inclusion and exclusiqii 
of certain items would minimise the appreciable difference iix^'- 
the estimates by different authorities and facilitate the study of 
this crucial problem of Indian economics. Unhappily a certain 
amount of political prejudice enters into the calculation and all 
the official estimates are higher than the non-official estimates. 

Other Estimates upto 1913-14. The next estimate of 
the Indian national income was undertaken by Major Evelyn 
Baring (later Earl Cromer) and Sir (then Mr.) David Barbour 
in 1 88 2. According to their estimate the average annual in- 
come per head of population came to Rs. 27. The next estimate 
was made by Digby who proceeded on the assumption that the 
Government land-revenue bears a definite proiiortion to the 
total agricultural income, and on the basis of the igoi census 
he came to the concluson that the per capita income would be 
Rs. 18-8-11 in a good year. For the famine year 1899-igop 
Digby’s calculation came to only Rs. 12-6-0. In 1900 Eorci 
Curzon, in reply to Digby’s estimate and other criticisms, 
proceeded to make his own calculation and came to tlie conclu- 
sion that the average income per head in India was Rs. 27 in 
18S0 and Rs. 30 in 1900. Even the most optimistic estimate 
by the great proconsul showed that the economic' position of 
the country w'as not “very brilliant or gratifying.” Digby 
returned to the charge and showed that Lord Curzon’s estimate 
was much too optimistic, and instead of accepting Lord 
Curzon’s assumption that the ' non-agricultural income was 
equal to half the agricultural income, he examined in detail 
a large number of items and came to the conclusion that the 
average annual income per head was Rs. 17-4-0. Accordin)^' 
to ]Mr. F, J. Atkinson, the figure for the national dividend w^s-- 
Rs. 25 in 1875 aiid Rs. 34 in 1895. Messrs. Wadia and Joshi 
have worked out an estimate for the year 1913-14 and arrived 
at the figure of Rs. 44-5-6 ; and they have rightly made a 
deduction from the national income for home charges, invest- 
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ment of foreign capital on behalf of Government, profits on 
foreign capital invested in India, and remittances of money 
from India on private account by Government officers and non- 
■pfficial European emplo5'^ees in the country. 

Post-War Estimates. Messrs. Shah and Khambata have 
made a careful and detailed study of the national dividend 
during the first quarter of this century ; and their results are 
as follows : 


For 1900-1914 
For 1914-1922 
For 1900-1922 
For 1921-1922 


Rs. 36. 
Rs. 5854 
Rs. 4;1J4 
Rs. 74 


And making an adjustment for the change in the level of 
prices, they come to the conclusion that at the pre-war average 
price level, we get the figrure of Rs. 36 per head for the pre-war 
period and Rs. 38-2-0 per head for the war and post-war period 
upto 1921-22. They make a number of deductions from the 
^gross income on account of home" charges etc. and come to the 
'conclusion that the foreign drain takes away about Rs. 7 from 
the per capita income for 1921-22 reducing it to Rs. 67. The 
estimate of Mr. Findlay Shirras for 1921 and 1922 comes to 
Rs. 107 and Rs. 116 respectively. But Mr. Shirras’ estimate 
is vitiated by the fact that in estimating the agricultural 
income he makes no allowance for seeds, manure etc. It is 
obvious that in estimating the national production we must 
deduct from the gross production what is consumed in the pro- 
cess of production; and it is curious how Mr. Shirras misses 
this simple consideration with the example of all his predecessors 
Before him. Again, Mr. Shirras appreciably over-estimates the 
^on-agricultural production of wealth in the countr}’"; and we 
\ are not inclined to take his estimate very seriously. The latest 
rough estimate is by Sir M. Visvesvaraya* who estimates the 
national income per head of population at Rs. 50 in 1934. We 
summarise below the various estimates in a tabular form. 


Planned Economy for India, p. 175. 
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Authority for the estimate 

The year to 
which it relates 

Annual income" 
per head in India 



Rs. A. P. 

Dadabhai Naoroji 

1 870 

20 0 0 ' 

Barinc: and Barbaur 

] 882 

27 0 0 

Digby 

1898-99 

1890 

Lord Curzon 

1900 

JO 0 t? 

Digby 

1900 

17 4 0 



1875 . 

f 25 0 0 

Atkinson 


1895 

1 34 00 

Wadia and Joshi 

1913-14 

44 5 0 

Shah and Khambhata 

1921-22 

67 0 0 



1921 

f 107 0 0 

Findla}' Shirras ... 


1922 

1 1 16 0 0 

Sir M. Visvesvaraya 

1934 

0 

0 

0 

{ Rough estimate ) 


! 


Intensive Enquiries. Another method of approaching the 
same problem would be to select a few typical villages, to mahe 
an intensive study of the income of the villagers, and to worh 
out the average income per head. This has been done by 
several investigators and the results generally corroborate the j 
national estimates. For example, for the village Pimpla Souda- 
gar, Dr. Harold Uann works out an income of Rs. 43 -.'^-o per 
head in 1917 ; and his study of another \dllage in the Deccan, 
Jategaon Budruk, yielded similar results. Dr. Mann comes to 
the conclusion that out of 103 families investigated, only 36 
or just under 35 per cent., can pay their way on the very low 
standard they themselves lay down. The others are living 
below^ that standard and obviously this reveals a ver5’- serious 
state of affairs. The various intensive studies conducted in 
Bengal, Punjab, Madras' and elsewhere generally corroborate 
the position indicated above. We may therefore reasonably 
conclude that in spite of the conjectural element in the nationalX 
dividend, the position as generally revealed is substantially 
correct, and the extreme poverty of the Indian people is a fact 
which is established beyond any doubt or dispute. 

The Effect of Distribution of Wealth on the National 
Dividend. While the per capita- income for the country is . 
very low, it must be borne in mind that the income enjoyed by 
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the average person is appreciably reduced by the unequal 
distribution of the national income. It has been estimated by 
Messrs; Shah and Khambata* that more than a third of the 
^nnual production of the country is enjoyed by about one per 
^cent. of the- population, or, allowing for the dependents, about 
5 per cent, at most; about 35 per cent, of the national production 
is consumed by a third of the population, allowing for depen- 
dents; and the remaining 60 per cent, of the people of British 
India enjoy about 30 per cent, of the annual produce in the 
country. And the state' of things in the Indian States, which 
enjoy the doubtful luxur5>' of indecently rich Rajas and Maha- 
rajas, is not likely to be better. It is therefore obvious that 
extremely low as is our national dividend, it is still further 
reduced by the gross inequalities of distribution. Besides, we 
must bear in mind that there is considerable inequality of distri- 
bution among the various provinces; and while Bombay, Sind, 
Punjab, Assam, Central Provinces and Berar, which grow com- 
mercial crops and are relatively more industrialized, are better 
jpff,' Bihar, Orissa, the United Provinces and Madras are com- 
paratively poorer provinces. 

Interpretation of the Different Estimates of National 
Dividend. A glance at the table of the different estimates of 
our national dividend may at first sight leave the impression 
that low as our national dividend is, on the whole it shows a 
steady tendency to improve. But a little thought will dispel 
this pleasant illusion. Before we can make a comparative study 
of the condition of the people at different periods, we must 
take into consideration the fluctuations in the purchasing power 
of the rupee, because if the national dividend during a certain 
period has doubled and prices have doubled at the same time, 
^^e position is absolutely identical, though the number of rupees 
in which the national dividend is measured has doubled. Our 
instrument for measuring values is itself of a varying quality 
and due allowance must necessarily be made for it before arriv- 
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ing at any conclusion, And from this point of view we invite 
the reader’s attention to the estimate by Messrs. Shah and 
Khambata that at the pre-war average (1900 to 1914) price level, 
the national income per head was Rs. 36 during the pre-waj 
period of 1900 to 1914, and Rs. 38-2-0 per head during the 
war and the post war period upto 1922. Recently owing to 
the catastroiihic fall in agricultural prices the national dividend 
must have necessaril}'- gone down more or less in proiiortion to 
the fall in the general price level. Another factor to be taken 
into consideration is that while some estimates relate' to British 
India, others relate to the whole of India, and the latter on that 
account indicate a lower figure. And finally the methods 
ad )pted in the different estimates are responsible for the differ- 
ences; as for example, while Mr. Findlay Shirras does not make 
any deductions from the gross agricultural income for seeds, 
manure etc., IMessrs. Shah and Khambata do not include 
services in their estimate of national production. The question 
of services would naturally raise the political issue whether 
some of the sendees in India are not considerablj'- overpaid and 
it is impossible to arrive at a conclusion which will be univer- 
sally accepted. Generally speaking it might be said that the 
latter valuations are on a more careful and scientific basis. 

India’s National Dividend compared with other Coun- 
tries. We cannot properly understand and appreciate the 
very poor national dividend in this country without a compari- 
son with other countries, as it is only against that background 
that we can clearlj'- visualize the picture. In making this com- 
parison for the purpose of finding out the welfare of the people 
in the different countries, a certain allowance must be made 
..for differeneces in the standard of living, habits and customs. 
Broadly speaking, on account of its Avarmer climate the expend!-,,,, 
ture on food, clothing, housing and fuel which is indispensable' 
in this country is appreciabl}'’ smaller than in colder countries. 
But after eveiy allowance has been made, the following table, 
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which shows the income per capita and the wealth per capita in 
India and the various other countries of the world, throws in 
a sharp relief the absolute poverty of India and the tremendous 
difference in her economic position as compared to the other 
■'■countries. 


National Income and Wealth. 


Country 

Income per capita 

Wealth per capita 

(Rs. ) 

(Rs. ) 

U. S. A. 

2.053 

9.363 

Canada 

1,268 

8,023 

United Kingdom 

1,092 

6.371 

France 

636 

4,581 

Japan 

271 

2,308 

British India 

82 

441 


These figures speak for themselves and further comment 
would be superfluous. 

Indian National Dividend in terms of the Consumption 
of bare Necessities of Life. We may study the national divid- 
end from a different but allied angle by studying the per capita 
consumption of the bare necessities of life and comparing it, not 
with the consumption of necessities (which to the Indian masses 
will appear as comforts and luxuries) in Western Europe and 
America, but with the consumption of the same commodities 
in India in the pre-war period. The following table is taken 
from a speech delivered by Mr. G. D. Birla at the annual 
"Session of the Eederation of Indian Chambers of Commerce and 
Industry held at Delhi on ist April, 1934, 
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Articles 

Available supply for 
annual consumption 
per capita 
(191 i-i 5 average) 

Available supply for 
annual consumption 
per capita 
(1931-33 average) 

Total Food stuffs 

Mill-made cloth, Indian 

376f lbs. 

, 

375 flbs.. 

and imported 

1 2.35 yards 

1 1.94 yards 

Salt 

15-^ lbs. 

1 2 lbs. 

Sugar^ 

1 4|- lbs. 

15-f lbs. 

Kerosene 

.55 gallons 

.6 gallons 

Post Cards 

1 .4 

1-3 

Treasure 

Import Rs. : — 2 

Export Rs. 1 — 13 


These figures speak for themselves. It will be observed 
that with the exception of kerosine and sugar, per capita con- 
sumption of every necessity of life has gone done ; and this in 
spite of the fact that the normal import of treasure has been 
converted into export of treasure. Under these circumstances 
it is fairly obvious that just at present the national dividend, 
low as it is, seems to be declining still further ; and in this con- 
nection the crucial facts that we should bear in mind are that-’, 
while these has been a great increase in the population and a 
catastrophic fall in agricultural prices, there has been no 
corresponding increase in the production of wealth. 

Indian Poverty. The extreme poverty of India is a fact 

which is established beyond any doubt or dispute. Some official 

apologistst of the present regime, taking this to be an unjustified 

reflection on it, have tried to prove that in the pre-British period 

there was equally great or greater poverty. We have already 

indicated that we do not subscribe to this proposition, because 

the fundamental economic difference between the British regime 

and the pre-British regime is, that while under the former thq^ 

* — 

The figure is obtained by adding the imported sugar and con- / 
verting the total available supply of gur into sugar on a 50 per cent, 
basis. 


t Cf. ‘ 'Poverty, as the economic history of pre-British rule shows, 
is not a modern phenomenon brought about in some mysterious way 
b}’ British rule.’* Poverty and Kindred Economic Problems in India 
by G. Findlay Shirras, P. 9. 
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bulk of the people depend only upon agriculture, under the 
latter they depended upon agriculture and handicrafts ; and the 
combined agricultural and industrial production of wealth per 
Iiead was undoubtedly greater than the more or less purely 
agricultural production during the present regime has been. 
It is not disputed that in the pre-British regime India hardly 
imported any industrial products or exported any food or raw 
materials ; on the contrary, there was a very considerable export 
trade in industrial products which made Sir Thomas Roe declare 
that "Europe bleedeth to enrich India.” At present India pa3’’s 
for her requirements of industrial products out of her scanty 
agricultural produce per head of the population ; in the pre- 
British regime she retained all her agricultural produce which, 
ondng to a smaller population, was much larger per head of the 
population ; produced all her industrial requirements ; and by 
a considerable export of her industrial products she attracted 
and accumulated a vast store of precious metals. Under the 
present regime while the population in the country has increased 
^remendously, there has been no corresponding increase in the 
means of production, with the result that the very much over- 
crowded • agriculture has been still further over-crowded, 
industries have totally failed in absorbing the vast increase in 
the population, the production of wealth per head of population 
has gone' down, and poverty has increased. With the dying 
out of her handicrafts under the combined influence of foreign 
rule and the industrial revolution in Britain, the springs of 
her prosperity were dried up ; and the modern organised indus- 
tries in the country have replaced the handicrafts to a very 
small extent indeed and they provide occupation for only a tiny 
fraction of the population. Owing to lack of space we cannot 
^iscuss this problem here in detail ; but we have tried to bring 
out the main consideration which indicates that poverty in India 
under the British regime has increased. 

But assuming for a moment that there was equally great 
or greater poverty under the pre-British regime, would that be 
suflScient to absolve the present regime from its responsibility 
for the abject poverty of tlie country and the vast majority of 
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its people ? ' It is a commonplace of economics that the indus- 
trial revolution of the eighteenth century ushered in a new 
economic era in the world, which has resulted in increasing the 
production of wealth so tremendously that there can be absolut^v^ 
ly no comparison between the period before the industrial 
revolution and the period after the industrial revolution. No 
serious student of economics with a reputation for sanity to 
maintain would venture on such a comparison in the case of 
Europe or America ; and yet it is precisely such a comparison 
that is made by some official apologists in - the case 
of India. Such a comparison appears to us to be 
utterly disingenious ; and at the best it can only prove, 
what nobody disputes, that by means of machinery and 
power more wealth can be produced than without them. 
And if machinery and power have been introduced into 
this country to a very small extent, the laissaiz faire policy 
of the government has been responsible for it in no small 
measure. A preliminary step for the ultimate solution of thd 
very difficult and complex problem of Indian poverty is to face' . 
squarely the realities of the situation ; and it must be, admitted 
that the present regime has had a very sorry record in the eco- 
nomic sphere during the more than a century and a half in 
wdiich it has guided the destinies of this country. 

In the preceding pages we have discussed in some detail 
the many serious, difficult and complex problems which must 
be solved before the problem of poverty in India can be serious- 
ly tackled ; and not the least important among them is a social 
revolution which is long overdue. It must be confessed that 


at the present rate of progress the problem will never be solved ; 
and we must also confess that we see no immediate prospect 
sight for its solution. Ultimately we are convinced that thej*' 
problem can only be seriously tackled by adopting and vigorous- 
ly pursuing a policy of planned economy for the country as a 


whole. Such a policy pre-supposes a hearty and enthusiastic 
co-operation between the people and the government . We have 
no desire, nor are we competent, to discuss the present political 
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situation in the country ; but this much is obvious to even a 
casual observer that there are no signs visible of any such hearty 
and enthusiastic co-operation between the people and the 
government. The economic history of many countries shows 
.'j'tiiat until the political problem has been solved and put out of 
the wa}'-, the economic problem has not been, and in the nature 
of things could not be, effeclivel}'^ tackled. We venture to think 
that the same will prove to be the case in India ; and as at 
present the solution of the political problem is not in sight, the 
solution of the economic problem lies further afield. But we 
may derive what comfort we can from the fact that the tempo 
of economic progress during the present centur}’- is such that a 
decade or .so can bring out such vast changes in the economic 
life and the general outlook of the people that they may be 
justly described as revolutionar3’’. And another comforting fact 
is that the old laissaiz fairc policj’’ of the Government, under 
which it sat with folded hands while the handicrafts, which 
were the life blood of the countiy, were ruined and agriculture 
was wallowing in stagnation, has been officiall}' given up ; 
tlioiigh we do not see at present an}’- pursuit of an active, well- 
planned, and co-ordinated policj’- for tackling seriously the many 
economic problems in the country. In the preceding pages we 
have made it abundantly clear that, in our opinion, the problem 
of Indian povert}’- cannot be seriously tackled by attacldng the 
problems of agriculture alone ; and while the present Viceroy 
has given some evidence of his interest in agriculture, we have 
not seen any evidence that he realizes that even the problems 
of agriculture in India cannot be tackled without a policy which 
tackles the problems of industry seriously and simultaneously. 
^Meantime it is something to the good that both the Government 
and the Congress, which is the strongest political part}^ in the 
'’country, are beginning to realize that the peasant occupies the 
centre of the picture in India ; and the more we concentrate on 
his pathetic figure, hungry and poverty stricken, illiterate and 
ill-clad, diseased and dirty, living in a hovel, and the helpless 
victim equally of his own superstitions and oppressive social 
conventions, and the money-lender, the zeminder, and the 
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revenue official — the more we concentrate on this typical and 
representative Indian figure, the nearer we shall be to the solu- 
tion of Indian poverty, which is far and away the most crucial 
problem which faces our country. \ 
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